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Introduction

The purpose of this report is to present the results of an interna assessment of project
results of the Thalland Competitiveness Initiative (TCI). The project was implemented
by the Kenan Inditute of Ada (KIASa), working in patnership with JE. Audin
Associates (JEA). As pat of its Acceerating Economic Recovery in Asa (AERA)
Program USAID decided to support a competitiveness initiative because smilar
initiatives had proven successful in other countries. A compelitiveness initiative was
chosen because it promised to provide vaue to a large number of SMEs and other
companies while putting Thaland on the way to a sustainable recovery based on the
ability to compete effectively in world markets The project was formed from the
“Proposal to Support a Competitiveness Program — Building a Cluster-based
Competitiveness Process in Thailand and the Region (August 29, 2002).

The Thailand Competitiveness I nitiative (TCI)

TCl was designed to develop the competitiveness of sdected industry clusters in
Thaland and the region. Improvements were sought in terms of productivity, which
can be ether drategic or operationd in nature. TCl focused on improvements in the
strategic process.

Clusters were sdected usng a common sense gpproach. TCl engaged with seven
clusers which varied from high tech digitad content to tourism to dlk. Variety was
sought in the types of indudries (manufacturing, services, high tech / low tech) and
their geography — where possible TCl sought to engage with clusters located in dl
four regions of the country as well as in Bangkok. All clusters were selected because
they were dgnificant contributors to the national economy, and showed some
characterigtics of “acluser”.

TCl therefore, was undertaken with groups of inter-related businesses (clusters) to
develop drategic plans for improvements in productivity that were grounded in
market redities. Such clugers included companies further up and down the vaue
chain, competitors, and various government agencies and universties. The process
required extensve research cgpabilities and sound economic andyds, including a
grong familiaity with the loca economic environment. While KIASa dearly had the
capacity at the project outset b undertake certain aspects of the initiative, JEA was
sdected to patner with KIASa because JEA had extensve experience in
competitivenessinitiatives in other countries around the world.

The proposal cdled for KIAsa and JEA to work together to ‘buld a cduger-based
comptitiveness process in Thalland and the region’ and had four main components.

Enhancing KIAsia Capacity to Facilitate Cluster Competitiveness
Public Outreach and Coordination

Competitiveness Cluster Facilitation Activities

Administrative Support for JE Augtin
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The following paper will address each of the four components and highlight the
success indicators for each as they were identified in the project proposa. However,
additional description is useful since it captures KIASa efforts to look to larger gods
beyond the minimum requirements.

Enhancing Kl1Asia Capacity to Facilitate Cluster Competitiveness

Capecity development in KIAda was achieved through training and cooperation and
patnership with JEA over the lifetime of the project. KIAda dsaff has gone through
more than 20 training sessons. The bulk of traning was conducted by the JEA Chief
of Paty (COP). Eight JEA executives and more than 6 consultants each conducted
brief (hdf-day) traning sessons. Topics included cluser building, vdue chan
andysis, Porter diamond, branding, internet research skills, and benchmarking.

In addition, KIASas executive director paticipated activdy in TCl activities as a
gpeaker and consultant. He led several TCl sessons and worked with the team to
develop conceptud materids, including a drategy for a cluster-based approach to
investment promoation.

Success I ndicator s

a. “KIlAsa will have a “competitiveness team” with at least three staff
consultants capable of facilitating cluster competitiveness programs. The
team will have developed the knowledge to clearly convey understanding of
cluster competitiveness and the skills to assist a cluster in improving its
competitiveness’

Since the project began in September 2002, TCl has developed dide presentations for
traning purposes up to a tota of 116 PowerPoint files (80 megabytes). The
competitiveness team of sx full time professonds has developed maerids which
andyze the competitiveness of respective clusers, lead discussons on  market
andyss, and fadilitated strategic planning.

b. “The KIAsa competitiveness team will have the ability to develop customized
cluster competitiveness materials for two different clusters in the Thai
language’

Competitiveness materiads including various analyss tools such as SWOT and Porter
diamond and were drawn up for each of the clusters. The work done for Gems and
Jewdry and HVAP are paticularly robust and are included in an Appendix to this
document, which can be found on www.kiasaorg All cugers developed materids in
gther Tha or English, and often in both languages, and these documents are located
on the KIAsawebsite,

c. “The KIAsa competitiveness team will be an accepted part of a network of
professionals wor king on competitivenessin Thailand”
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TCl has cooperated and partnered with NESDB, FTI, and IFCT on numerous
occasons. They regularly attend the same conferences, know each other well and
have strong cooperative relationships in supporting various initiatives.

Moreover, NESDB has repeatedly approached TCl for advice on competitiveness
related issues and policy formation. TCl is credited for contributing to severd
publications including the GAP (Good Agriculturd Practices) training manud, (see
GAP Training Manua, located on www.kiasia.org).

In 2003 KIAsa was sdected to St on the Nationa Competitiveness Council aong
with NESDB and others including Prime Miniger Taksn Shinawatra The purpose
was to operate as a network of advisors (competitiveness experts) for the Prime
Minigter to advise on policy development.

Most importantly, TCl was approached in 2005 as a leading member of a network of
competitiveness professonas to undertake a sophigicated cluster mapping initiative
for the country, and which would include dl 76 provinces.

TCl was awarded such a large-scde high-profile project because it had clearly
demondrated itsdf as a leader among competitiveness professonads and government
agenciesin Thailand with solid experience facilitating cluster competitiveness.,

Oveadll, KIAsa and JEA daff worked together effectively to execute the project. As
the project progressed and the capacity of KIAsa daff increased, KIAsa dsaff were
able to take on more and more of the work until the time when JEA deff |eft the
project.

Public Outreach and Coordination

Although there was ggnificat interest in the concept of cluser competitiveness in
Thaland and a variety of organizations were involved, undersanding of the idea was
uneven a the project outset. TCl endeavored to undertake severa conferences over
the project life, incuding four regiond conferences that included professonds from
outsde Thailand, and numerous conferences within Thailand.

Success | ndicators
a. “The regional training workshop shall attract participation from at least six
of the eight key organizations.”

Regiond training workshops were held on four separate occasions and were attended
by persons from NESDB, FTI, Nationd Competitiveness Committee, Tha Chamber
of Commerce, Foreign Chambers of Commerce, and the Association of Thai Software
Industry, among others.

b. “Participant evaluations of the regional training workshop should rank
organization of theworkshop at four or higher out of six.”
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Participant evauation consgently ranked the workshop a better than 5/6 on many
criteria, including organization of the workshop, spesker's material, appropriateness
of topics, practica application, and others.

c. “The media workshops shall attract participation from at least 40
journalists”

TCl organized a conference in June 2003 with 50 participants, including over 30
busness journdists representing 23 media inditutions who were al members of the
Economic Reporters Association. The conference gave TCl the opportunity to meet
with the economic journdigs and more specificdly, to establish relaions with the
Editor of The Nation (one of two nationa, Englishlanguage dailies) and with specific
journdisgts who were provided information of cluster activities and invited to cover
specific events. The Editor of The Nation sponsored a competitiveness conference in
2004.

TV, radio & newspaper journdists covered the five cluser MOU signings, as wel as
goecid clugter events such as locd product fars launching of the new offices and
projects. For example, the journdists covered the attendance and speech of the Prime
Minisger when he met with a JEA policy advisor on nationd competitiveness, and
when he went to the HVAP launch of the CIDES project and again a the digita
content/multi-media  cluster’'s TAM 2004. The journdists dso covered the (Globa
Compstitiveness Report (GCR) conferences.

There were other events covered in the two years. However, since dl the clusters with
the exception of the digita content/multi-media clugter, are based outside of Bangkok,
most of the coverage was confined to local newspapers and television, and was dmost
entirdy in Thal.

d. “Tha media will publish at least 25 articles or televison programs on cluster
competitivenessthat show under standing of the process’

TCl used a Universty of North Carolina intern to track articles on competitiveness
(induding those aticles unrdated to TCl) in the two nationd, English language
dalies, The Nation and the Bangkok Post. According to his search, there were 24
aticles in 2002. The number of articles rose to 71 in 2003. From January to July
(seven months), there were 39 aticles if the number is “annudized’, then the
projected articles for 2004 would reach 66. The rise in published articles on
competitiveness  reflects  increased  awareness  of  competitiveness and  the
government’s “push” to expand exports, tourism, and other sectors of the economy.
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TCI: Cluster Facilitation Activities

KIAsa cluser facilitators carried out the bulk of these activities TCl staff were based
a the Bangkok office of KIAga with the exception of one staff member who was
based at the Chiang Mai office of KIASato focus on activities in the northern sector.

The Thalland Competitiveness Initiative engaged with 11 separate groups who were
in various stages of development, and endeavored to improve the competitiveness of
them dl. The 11 are differentiated for reporting purposes by the leve of engagement
they received.

“Heavy Engagement” typicdly induded an MOU dgning, a full time dude
facilitator, and depending on the stage of development of the cluster, a full drategic
plan with action items might be incduded. Short-term technical assstance, was aso
alocated.

Western Provinces High-Vdue Agriculturd Produce Sector (HVAP)

Chiang Ma Touriam Clugter

Bangkok Digitd Content Cluster

Chantaburi Gem Cluster

Cambodia Fish Cluster

“Light Engagement” meant engagement was undertaken for a shorter period of time,
with fewer expected results. In some cases he cluster was in a pre-formative stage of
development or would otherwise likely not have benefit from additional engagement.
Southern Marine Food Cluster
Northeest Silk Cluster

“Specid Activities’ were those that could not be engaged for specific reasons, though
unique to each Stuation.

Udonthani One Tambon One Product Initiative (OTOP Initiative)

Phuket Touriam Initiative

Vietnam GAP

Southern Oil PAm

Success indicators as outlined in the project proposal caled for results with at least
two clusters. TCl showed excelent results with five projects, and acceptable results
with another 6 projects.

In the case of OTOP, as the engagement devel oped over the two-year period of the
project (2002-2003), it became apparent that geographical proximity and along
tradition of working on particular products do not automatically cregte the conditions
for acluster. Thethree villageswere a a“pre-cluster” stage. That is, there was no
production system; output was seasond, based on household production, often
relegated as another less-important task of the household. The villageswere dsoin
dire need of basic management training—on standardizing production, maintaining
uniform output, understanding costs and cash flows, etc. Mot of the KIASateam
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assigned to the project therefore came from its BAC (Business Advisory Center), to
undertake this type of work.

Phuket Tourism spanned from January to April of 2004 and remained a speciad project
for severa reasons, primarily because the emerging leadership was lobbying strongly

to regtrict cluster membership. A certain influential local government representetive
also owned severa businesses which were the key central playersin the cluster as it
was developing. Therefore, it gppeared the cluster would not enjoy openended
membership. Furthermore, TCI had finite manpower resources available and it was
decided that given the way things were developing it was not a prudent alocation of
time and resources.

Vietnam GAP was undertaken in late 2004 and essentially sought to address a
developing cluster of agricultural businesses’ interest to develop and export high

value added agricultura produce (HVAP). Thiswas based on the demonstrated
success of the HVAP — GAP program developed by the Thai cluster. Engagement was
undertaken to facilitate development but given the manpower and resources available
to TCl, it was not possible to engage beyond initia meetings, dthough leadership was
forming and attendance and enthusiasm were high.

Oil PAm clugter of Thailand was in very early stages of development. Engagement
was undertaken in 2005 by TCI but despite initial excitement among sdected
members, acluster representing various interests of the indusiry had not developed or
coalesced by late 2005. Again, TCI assets were not sufficient to undertake extensve
engagement, and in the case of Oil PAm it isnot clear if cluster formation would have
developed in such a short period of time. As of late 2005, it appeared the forming
cluster would require amuch longer time horizon if it were to develop into afull
clugter.

Therefore, specid projects Phuket Tourism, OTOP, VietNam GAP, and Oil Pam are
not consdered cluster initiatives. These efforts have been captured in documents
which are located on www .kiasa.org. Moreover, it should be noted that TCI’ s efforts
to engage with numerous projects and more importantly its perspicacity to distinguish
between projects with development potential and those with different characterigtics,
shows evidence of competitiveness expertise and a keen understanding of what works
in Thailand.

Success indicator s:

a. At least two clusters will:

“meet regularly to deal with cluster competitiveness issues and
companies and organizations within those clusters show clear evidence

of awillingnessto collabor ate”

In totd five clusters would fulfill the spirit of this indicator. There are three clugters in
paticular which have shown a “willingness to collaborate’ and “have contributed
ther own funds’ and “have edablished sustaindble BSOP partnerships which can
continue after AID funds are spent”. These three would be HVAP, Chantaburi Gems,
and Digitd Content. Examples of success among these cluders incude the
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devdopment of a four-year marketing plan with budget, by the Gems clugter. The
high-vdue agricultura cluser has a wel-established secretariat that undertakes food
fars and monitors activities of the cluser members, and the digitd content cluster has
inditutionalized an annud Thal Animaion and Multi-Media (TAM) Fair.

“demonstrate the emergence of collective governance of the cluster
and have contributed their own funds for ether cluster facilitators or
joint activity”

All the cdlugers are showing varying degrees of success in custer leedership and a
willingness to collaborate. On average, each cluser holds a smal group mesting
attended by its leaders or executive committee either weekly or bi-weekly, with about
8-15 participants in atendance. Furthermore, each cluster holds membership mestings
of 20-30 participants gpproximatey every month or every six weeks. Findly there are
“large’ conferences, hdd 2-3 times a year, ranging from 40-120 participants that
include guests invited by the cluster, such asjourndists or government officids.

Analysis Tools of Cluster Facilitation Activities

The TCI team used many andyss tools when working with the clusters. These
included Porter’ s Diamond, SWOT analys's, benchmarking, vaue chain andlyss,
GAP andyss, and others. However, few tools communicate the dynamics of
competitiveness of aregion or country as clearly as Porter’s competitiveness
diamond. Therefore, included below is a brief introduction to the tool which was
utilized during the initid stages of engagement with each of the clusters.

The Diamond Modd as conceived by Michael Porter in his Competitive Advantage of
Nations (1984?) offers away to understand the competitive position of anation in
global competition. The modd can aso be used for mgor geographic regions.

Diamond andysis was one of savera andysis tools used to help cluster participants
better understand their industries.

Traditionaly, economic theory cites land, location, natural resources, labor, and local
population size, as the determinants of economic success of aregion or a country.
Since these five factors cannot be eadily influenced, the economic opportunities of a
nation appear pre-determined. Economic opportunity isinherited, according to this
reasoning.

Porter on the other hand said that sustained industria growth has hardly ever been

built on these inherited factors. Porter explained that clusters of interconnected firms,
suppliers, rdated indudtries, and inditutions that arise in certain locations often are

much more respong ble for economic opportunity than such inherited factors done.
According to Porter, competitive advantage is the outcome of four interlinked
advanced factors and activities in and between companies in these clusters. These can
and should be influenced in a pro-active way by government in order to develop
sudainable competitive advantage. As an andyss tool, the Porter Diamond is
typicaly portrayed in the shape of a diamond to show their inter-relaionship.
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Porter’s Diamond Analysis Toadl

Strategy
Structure & Rivalry
THE WORLD IS DOMINATED BY
DYNAMIC CONDITIONS. DIRECT
COMPETITION CAUSES FIRMS TO
WORK FOR INCREASES IN

PRODUCTIVITY AND INNOVATION.

Factor Conditions
THE “SPECIALIZED FACTORS” OF
JDUCTION ARE CREATED, NOTINHERT
ESE INCLUDE SKILLED LABOR, CAPI®
> INFRASTRUCTURE. "N ON-KEY"FACT
3UCH AS UNSKILLED LABOR AND RAV
IATERIALS CAN BE OBTAINED BY AN
VIPANY AND, HENCE, DO NOT GENER.
JSTAINED COMPETITIVE ADVANTAGHE
ECIALIZED FACTORS INVOLVE HEAV
JSTAINED INVESTMENT AND ARE MO

DIFFICULT TO DUPLICATE.

Demand Conditions
IF THE CUSTOMERS IN AN ECONOMY

ARE VERY DEMANDING, THE
PRESSURE FACING FIRMS TO
CONSTANTLY IMPROVE THEIR
COMPETITIVENESS VIA INNOVATIVE
PRODUCTS, THROUGH HIGH QUALITY

ETC, WILL BE GREATER

Related & Supporting
Industries
THE PROXIMITY OF UPSTREAM /
DOWNSTREAM INDUSTRIES
FACILITATES THE EXCHANGE OF
INFORMATION AND PROMOTES A
CONTINUOUS EXCHANGE OF IDEAS

AND INNOVATIONS.

The Role of Government in the Diamond Model

The role of government in the Diamond Mode of Porter is to act as a cadyst and
chdlenger; it is to encourage, or even push companies to raise their aspiraions and
move to higher levels of competitive peformance. Government can and should
encourage companies to rase ther peformance, to simulate early demand for
advanced products, to focus on gpecidized factor crestion and to Simulate loca
rivary by limiting direct cooperation and enforcing anti-trust regulations.

Further to evauaing Competitiveness Cluster Facilitation Activities, this report will
utilize a methodology developed by TCl partner JEA in a report dated 9/30/04.
Evduation in that report follows a Process-ActionInvestment-Delivered results
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franework (PAID)!, which was crested to monitor and evauate cluster
competitiveness initiatives.
A duder compditiveness initistive will normdly last between 3-5 years, and the

framework suggests that the kind of indicators used during the life of the project
should vary. A brief explanation of theseis provided below:

Process Indicators track the ability of the project team to engage the leadership of
indugtry, dicit a strong response, and to dructure a collaborative agreement. These
indicators should be set a the project outset, and are very important during the first
year of activities.

Action Indicators track whether progress is being made or not in implementing the
drategic initigtives identified in the firsd phase of the project. These cannot be
programmed at the outset.

Invetment Indicators track co-investments by counterparts.  Co-invesment typicaly
begins modesily (through the contribution of cluster executive time, provison of
workshop venues, etc) but then accelerate as the project moves to maturity. It may
take time to prepare feashility sudies and projects, and to secure financing. The
most Sgnificant invesments occur a the dage of implementing action initiatives and
should become sgnificant in years 3 through 5.

Delivered Results Indicators focus around increases in productivity and vaue-added,
but may dso include export revenues, employment growth, new enterprise growth,
average wages, and average profitability in the industry. It must aso be demonstrated
that the project contributed directly (wholly or partidly) in ddivering these results
These results become measurable in years 3-5. However, there are ddivered results
that are more quditative. The emergence of trust and cooperation within a industry,
business-government and academe collaboration, change of mindsats, and spread
effects can be observed but not easily quantified.

! Thefull framework is presented and discussed in Kevin Murphy, “Monitoring and Evaluation of
Cluster Competitiveness Initiatives’, September 2003.

2 Kevin Murphy, “Monitoring and Evaluation of Cluster Competitiveness Initiatives’, September 2003.
Indeed, “there are two extremes to avoid in monitoring and eval uating a cluster competitiveness
initiative. Thefirst extremeisto create milestones and performance measurements that unduly
straightjacket those carrying out the initiative. Examples are projects that specify which clusters
someone must work with before it has been determined that the cluster can coal esce and that the
appropriate leadership and commitment will be forthcoming. Thereisaneed to preserve flexibility in
project implementation. On the other hand, indicators that remain vague and amorphous well into the
project life cycle are also not helpful. At the outset, the specific strategic initiatives may be | eft to be
determined, but this should befixed later in the project life”.
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Western Provinces High Value Agricultural Produce Cluster

The western provinces of Central Thailand, has growers, processors, packagers, and
exporters of certain agricultura products who were identified as developing certain
cluster characterigtics. Individudly, they faced criticd trendsin both local and
international markets. Moreover, they fet the industry held clear potentid to compete
effectivdy in the future..

HVAP
Cluster Map

International Environment:
WTO, ASEAN, AFTA
Global competitors: e.g., China, India, US

Public Sector: Export Markets:
DOA, NFI, ACFS, Kasetsart US, EU, Japan, ASEAN,
University Cluster Core: China,

<4

Growers, Collectors,

Supporting Sectors: Packagers, Processors,

¢

Domestic Markets:
Processing Industry, Retail
Sector, Hotel & Restaurant

Industry

Seeds, Fertilizers, Exporters
Transportation, Packaging
Materials ?

Strategic Activities:
Quality Enhancement, Cost Saving Logistics

The agricultura sector in Thalland is an important contributor to the country’s
economy. Thailand has one of the most developed agricultura products sectorsin
Southeast Asia; the country has been a net exporter of agricultural products for severa
decades. Itisknown ininternationa markets for the qudity of its fresh and processed
products, and producers from both developed and developing countries view it asa
strong competitor. However, the agricultura sector in Thailand isfacing many
chdlenges. The Tha growers are highly inefficient—with over 40% of labor working
in agriculture and related industries, the agricultura sector till contributes only 10%

to the country’s GDP. Once known as alow-cost producer, Thailand is now facing
diff competition from new low-cost entrants within and without the region. To
maintain its market position and reach the government-established god of becoming
the “Kitchen of the World,” Thailand needs to continue developing and expanding its
market presence in both foreign and domestic markets.

The cluster concentrates its activities on four vegetable crops and related products:
baby corn, asparagus, okra, and chili peppers. Cluster members have met to define
the cluster’ s mission statement and set Strategies for the near future. The Strategies
identified by the cdluster include transformation of the cluster into a GAP (“Good
Agricultural Practices’) cluster based on the EU’s GAP standards, a better
understanding of Thai domestic merket trends and requirements; and an improvement
in supply chain and logigticsin order to bring fresh quaity products from producers to
consumers in the least amount of time.
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Strategy
Structure & Rivalry
* MAJOR EXPORTERS USE ISOLATED
AND UN-LINKED FARMS TO LEVERAGE
POWER
* MANY FARMERS FACE FEW
EXPORTERS
* FRAGMENTATION & RIVALRY
RESULT IN DESTRUCTIVE PRICE
COMPETITION

* WEAK BUSINESS ASSOCIATIONS

Factor Conditions
* SMALL SIZED FARMS INCREASE
LoaisTics CosTs
LABOR UNSKILLED IN
* PESTICIDES AGGRESSIVELY
PROMOTED, SoLD, AND USED
* UNEVEN GOVERNMENT
ASSISTANCE / SUPPORT ISREACTIVE

NOT PROACTIVE

Demand
* EXPORTERS PROXY FOREIGN
CONSUMERS W/ DIFFERENT
PREFERENCES
* MAJOR TRENDS IN FOREIGN
MARKETS TO SAFE / PESTICIDE FREE
PRODUCE
* LocAL TRENDS SIMILAR BUT Mucr
SLOWER AND LESS DEVELOPED
*HYPERMARKETS AND EX-PAT

MARKETS HOLD STRONG DEMAND

Related & Supporting
Industries
*INPUT SUPPLIERS (SEEDS,
PESTICIDES, EQUIPMENT,
MATERIALS LEVERAGE POWER
*UNIVERSITY RESEARCH STRONG
CAPACITY
*AGRICULTURE HAS STRONG
HISTORY OF POLITICAL SUPPORT

Process Indicators

In the year 2000, businessmen in the vegetable export business began to be concerned
with increesng demand for Good Agriculturd Practices (GAP) cetification in world
markets for vegetables. Exporters darted to lend technicd assstance to contract
farmers with the objective of growing GAP certified produce. The business sector
asked Kasgtsart University for assstance with this immediate need. According to the
now cluster secretary, little action followed.®

In 2002, TCI conducted presentations to the stakehol ders focusing on enhancing
industry competitiveness through higher quality, better pricing strategies, and market
development. A number of industry diagnostics were gpplied, including Porter’s
diamond, strength-weaknesses- opportunities-threats (SWOT), industry and market
trends, and cluster mapping.

% The cluster Secretary expressed this to the authors in an interview conducted on K asetsart University
on August 27, 2004.

12
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Analysis of the Competitive Environment of High Value
Agricultural ProductsUsing Porter’s Diamond

On December 2003, the first Memorandum of Understanding between TCI and the
cluster stakeholders was Signed, stating their disposition to work together towards to
promote the cluster competitiveness. Mr. Piyabutr Cholvijarn, Vice Minister of
Commerce, attended the MOU signing ceremony on December 6, 2003, marking the
officia opening of the Western Provinces clugter. A totd of 3 MOUs were sgned
with the HVAP clugter.

The core of the cluster is composed of 2,000 growers, 10-20 packers, 5 large
exporters, Kasetsart University, and the Ministry of Agriculture. Other concerned
parties, such as chemica suppliers, trangport businesses, etc. participate in cluster
mesetings invited to share their expertise and views on particular issues.

A dtrategy document was drafted and its content agreed to by cluster participants. The
three main grategic initiatives identified by the clugter are: 1) transform the farmers

and exportersinto a GAP (“Good Agricultural Practices’) cluster based on the
European Union's GAP standards (EUREGAP); 2) achieve a better understanding of
Tha domestic market trends and requirements; 3) and improve the supply chain
logigticsin order to bring fresh qudity products from producers to consumersin the
least amount of time.

Action Indicators
In order to standardize and spread GAP, the cluster has:

Coordinated with DOA & ACFS to desgn the training program and to
schedule the workshops to the farmers of the core cluster on how to apply

GAP.

Prepared GAP promotional brochures and manuas used to educate the

farmersin the core clugter, and to spread thistraining to other farms.

Egablished a “Western GAP Logo’ a private sector-initisted equivdent of a
quality guarantee ahead of but, in coordination with the nationd government's

own efforts.

TCl darted the engagement with 30 farm families, and by the end of 2003, TCl was
engaged with about 2,000 fams, whose famers employ “GAP’ according to a
framework and specifications devised by TCl and its clugter participants from the
Department of Agriculture, Public Hedth, and Kasstsart University. The objective is
for farmers (from each of the 2,000 “GAP-traned’ fams) to in turn train five more
farms, in order to achieve a complete coverage of the 10,000 growers in the area that

focus on the four crops.

The Cluster received funding from the government to set up a center of intelligence at
Kasatsart Universty, Kampangsaen Campus, Nakornpathom. Prime Minigter Dr.
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Taksin Shinawatra presided over the opening ceremony on May 13, 2004. The
CEDIS (Center for Education, Cooperation and Development in Agricultural and
Information Technology and Safe Agro-industrial Production) website was created to
network al database management in the western region consisting of 4 provinces and
extending associated linkage to other agricultural sectors both private and public.®

To assig the clugter to achieve a better understanding and opportunitiesin the
domestic market, TCI commissioned a market sudy on consumer behavior and
preferences. The study tested the concept of whether “safe and hedlthy” agricultural
produce is a differentiating factor in the loca market asit isin the export market. The
results are being utilized to craft a“ strategy of domestic market entry and
development” for high-vaue, GAP-certified, produce from the western provinces.
Deveoping a domestic market for high-quality produce will provide abaance to
export market volatility.

I nvestment Mobilization

Cluster Secretariat and other materias. For over a year, Kasetsart University
covered the costs of housing the cluster's secretariat.  Severd of the large
exporters/growers have contributed to the meetings needs, their time; and tave
invested in booths and food fairs with the supplementary brochures and print
ads. TCl edimates that to date, the cost of meetings and dtaff sdaries are
equivalent to B 250,000 ($6,250 USD), and that cluster participants have
invested about B 100,000 ($2,500 USD) in booths, fairs, and printed materids.

Center of Inteligence, CEDIS (Center for Education, Cooperation, and
Devdopment in Agriculturd and Information Technology and Safe Agro-
Indudtrid  Production); Training Program: The cluster received funding from
the government of B 12 million ($300,000 USD) to the cluster secretariat
(Kesgtart University) to develop a product-tracking database for GAP-exports
that can be extended to other tasks, such as tracking productivity, and for he
training program.

Intotd, the High-Vaue Agricultura Produce cluster has invested B 12.35 miillion
($308,750 USD) towards the implementation of its strategic initiatives.

Delivered Results (actual and potential)

With the adoption of GAP, cluster participants will ensure the acceptance of their
products in export markets, and establishing an image of high qudity and safety
through an identifiable GAP logo its dso likely to improve their competitiveness
through product differentiation and positive customer perceptions.

4htt|o://WWW.cedsor.th; http:/Mmww.nakhonpathom.info;
http://mww.ratchaburi.info; http://www.kanchana-buri.info;
http://Mmww.suphanburi.info
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At thefarm levd, afarmer adopting Good Agriculturd Practices (GAP) will have the
benefit of obtaining a premium price for his produce. Exporters purchase from
farmersa“mixed bag” of both high and low qudity produce. In the case of
asparagus, for example, farmers outside contract arrangements with exporters receive
30-35 baht per kilo, while in 2004 exporters offered a fixed price for farmersthat are
producing according to GAP standards of 50 baht per kilo (a premium of about 40-
60%).

The Western Provinces (Nakornpathom, Ratchaburi, Kanchanaburi, Supanburi) have
a tota population of 3.11 million, of which 1.56 million are farmers (gpproximatey
50%). The average yearly income ranges from 35,684 in Supanburi to 80,878 baht per
year in Nakornpathom. The average yearly income for the four provinces is 54,878
baht. This year, 1,400 farmers are registered to obtain GAP certification, of which
250 are expected to obtain it (close to an 18% success rate). Thus, we can expect that
at least 250 frmers will be obtaining a premium price of about 50% for their produce;
dthough in practice, exporters offer a premium to many farmers upon adopting good
agricultura practices (even before obtaining certification).

Assuming tha most of the income comes from producing vegetables, and that the
price premium for asparagus to GAP farmers (50% on average) holds for the other
high-value vegetables (okra, baby corn, chili peppers), 250 farmers could see ther
yearly income increased by 50%. That would amount to 27,439 baht per year per
farmer (about $685 USD).

According to interviewed cluster members, operating costs of producing vegetables
following GAP do not increase. The costs associated with GAP are the costs of
developing training materids, the time the farmer spends in learning the procedures,
and ayearly farm ingpection that costs about 4,000 baht ($100 USD). In fact,
operating costs might actually decrease, snce adopting GAP might lead to reductions
in the use of pesticides and other chemicals.

The table below is arough attempt to measure the potential effects of GAP adoption

a thefarm level. It assumes, modestly, that 250 new farmers will obtain GAP
certification each year, leading to a price premium of 50% on their produce, and using
the average yearly income in the Western Provinces as a proxy for the value to which
the premium is applied. 4,000 baht per certified farm per year is subtracted to account
for the ingpection cost.
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These estimates, dthough imperfect, till represent a very consarvative and lower
bound estimate of the benefits at the farm level of adopting GAP. Firg, the 50%
increaseis being gpplied to an income measure, and not a revenue amount. Secondly,
the argument could be made that farmers with higher incomes would be the most
likely to lead and succeed in GAP adoption (dthough thisis not necessarily the case,
as explained by the cluster secretariat). Additionally, the argument could be made as
well that the number of farmers obtaining GAP certification will increase each year;
however, the estimates keegps the number fixed to 250. Findly, as expressed, even
without GAP certification, exporters are offering to pay premium pricesto farmers
following good agricultura practices.

Under these assumptions and quadlifications, GAP adoption should at least bring
$146,493 USD of additional income to the Western Province's farmers next year, and
$732,468 on the 5" year, once 1250 additional farmers have success in adopting GAP.

Naturdly, GAP adoption by more farmers will also lead to increased vaue further
down the vaue chain. That is the reason why exporters pay a premium to farmers that
adopt GAP. Additionaly, another important effect can be expected of producing to
GAP standards: over time (3-4 years), exporters have noticed an improvement in the
high qudity/low qudlity ratio of farmers produce. Interviews with people in the
industry indicated that in the case of asparagus, where 50% of the yield per hectare
met export quaity, an improvement to 70% was observed over afew years. Inthe
case of chili peppers, an industry source reveded improvements from a 50:50 ratio to
a90:10 ratio.

Such improvements would lead to increased revenues and profits.  Indeed, once
exporters have purchased the “mixed bag” and process the vegetables, they ether
export or sdl in the locd fresh market. The exporter will earn more profits from
exports of GRADE A produce (high qudlity), than from lower quaity produce. Thus,
improvements in the raio of high/low qudity produce will lead to increased margins
and profits for the exporters. This in turn could lead to improvement in the premium
offered to farmers.

For illustrative purpose, we include aligt of current prices for different qualities of
asparagusin the table below. The price differentid between the export price and the
locad market priceis higher for GRADE A asparagus than for GRADE B and C
asparagus. While the difference between the export price and the loca market price
of Grades B and C is 12.5 baht per kilo, the differencein GRADE A is 30 baht per
kilo (2.4 times that of the lower-qudity grades).

| Current Pricesfor Asparagus GAP standards®

® The table shows the mid-point of arange of prices. For example, in the case of the FOB price for
Asparagus Grade A, prices were quoted as between 90-100 baht per kilo. For simplification purposes,
the mid-point price, 95, isshown in thetable.
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The andyd's, though, could not be carried further due to the unavailability of data at
this time on production volumes per farm, premiums on contract farming for other
vegetables, export margins, and improvements on the ratio of high-low qudity yields
for the four types of vegetables once good agricultura practices are adopted.
Furthermore, industry experts point out that GAP adoption will also lead to
productivity increases, however, these are difficult to estimate at this point.

There are dso many quditative results that should be noted. The cluster has
coalesced, with a secretariat and budget, and it undertakes initiatives on their own.
The dugter engagement dso seems to have inditutionalized university-business
collaboration.

The activities that seem to have worked wel within the cluster region are now being
implemented in other areas. The government and the cluster secretaria through
Kasatsat Universty are preparing a “train the trainers’ program to spread the GAP
model beyond the HVAP cluster within the four western provinces. Thus, the project
that began as a means of improving the competitiveness, market penetration and
diverdfication of one duder is likedy to have a beneficid ripple effect on the further
development of the agricultural products sector in the entire country. The government
now plans to implement GAP on a nationwide basis, nodeled on the experience of the
clugter.

Furthermore, the successful GAP-modd is being exported to the region (Vietham in
particular). Members of the Vietnam fruit and vegetable association aswell as
representatives of the government attended a 3-day conference in Kasetsart University
on “Joint Cooperation to gpply GAP to Enhance Regiona Competitiveness’.

Chiang-Mai Tourism Cluster

The tourism industry of Chiang Mai faced increasing price competition and various
problems due to unmanaged growth in the sector. However, in recent yearsthis has
resulted in coalescence among local companies and increase in attendance in trade
associations and planning forums.
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Chiang M ai
Cluster Map

International Environment:
WTO, PATA
Regional & global competitors: China,
Malaysia, South Africa, other

Public Sector: | Foreign Tourists
TAT, CEB, Provincial Cl usteY Core: Packaged tour visitors,

Government, other . . health & spa visitors, MICE
—p Transportation services, <« tourists, other
Restaurants,
Supporting Sectors: » Accommodation facilities, | , .
Agriculture & Food Shoppina. Travel Domestic Tourists:
processing, Transportation, pping, ) P_a_ckaged tQUF VISItOI"S, spa
etc. Recreation operators visitors, family vacationers,

other

f

Strategic Activities:
Customer service quality improvement,

employee training, language training, other

The number of internationd tourist arrivas has grown consderably in recent years—
over 699 million people worldwide traveled to foreign destinations in 2000, an
increase of 52% over 1990. Thailand ranked fourth in the AsaPeacific region in terms
of the numbers of internationd vigtor arrivasin 2000, after China, Hong Kong, and
Maaysa Thailand holds many attractions for foreign tourists. It boasts severd
distinct regions and cultures—from the cosmopoalitan vitality of Bangkok, to the
relaxed aimosphere of Phuket, to the historic beauty of Chiang Mai. The touriam
sector is an important contributor to Thailand’ s economy, generating US $7.4 hillion
in 2002. Redlizing the sgnificance of the indudtry to the nationa economy, the Thai
government has cdled for improvements in the qudity, diversity, and standards of
sarvice in the tourism industry to improve its competitiveness and attract new and
returning visitors.

The Chiang Ma Tourism cluster participants have arrived at a common mission that
amsto repodgtion Chiang Ma as a premium tourist destination providing world-class
customer sarvice. The cluster members are concerned that the tourism sector in the
areais uffering from a chegpening effect, and that there is aneed for changesin
many different aspects of the industry—from the definition of the ared s unique
Hling qudities to the targeting of higher-end tourist market segments, to the adoption
of international quality standards and ratings. The cluster has dready begun carrying
out activities digned with the srategic initiatives identified during cluster meetings

and discussions. With the help of a professor from Chiang Ma Universty, the cluster
is cooperating with the provincid governor in crafting a strategy for the city and the
area. The clugter isaso actively working on arriving at a better understanding of the
current sate of the MICE (“meetings, incentives, conventions and exhibitions) sector
in Chiang Ma. Although no published data exists on MICE tourism in Chiang Ma,
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the cluster has identified this segment as a priority and isworking to gather both

supply and demand information necessary for creeting a marketing plan and starting

to actively target the sector and promote its development in the Chiang Mai region. As
part of the cluster’ s efforts to develop an action plan, TCI staff guided cluster
membersin using severa anadysstoolsto better understand the dynamics of the
competitive environment.

Process Indicators

The project darted activities in Chiang Ma on July 2003, by conducting preiminary
andyds on tourism. In October of 2003, the Chiang Ma Tourism Busness
Asociation (with a membership of 60 businesses), the Chiang Ma  Universty, and
TCl dgned an MOU, dating ther intention of continued collaboration on improving
the competitiveness of the Chiang Ma Tourism Indudtry. At different points of the
process and in support of initiatives, the cluster has had cooperation from the Sports
and Tourism Authority of Thaland, Tourig Associaion Thaland, Chiang Ma
Municipdity, Chiang Ma Provincia Government, as well as Payap Universty.

Initia industry diagnostics were completed by January 2004. This included a market
and indudry trends andyss, a cluser map, a SWOT andysis, and a diamond andyss.
TCl made and facilitated presentations to the clusters covering topics such as clugter-
based gpproaches to turning around the deterioration of the tourism industry,
attractive market segments in the industry, and on the diagnostics completed. To date,
the cluster has met 6 times, its cluster leaders 12 times, and TCl has met individudly
with industry leaders about 30 times.
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Strategy
Structure & Rivalry
* RECEPTIVITY OF INDUSTRY
TO ADOPT CULTURAL IDENTITY
AS DIFFERENTIATING STRATEGY
* LOCAL GOVERNMENT HAS
POWER, ABILITY, RESOURCES
TO MARSHAL LOCAL TOURISM
BUSINESSES TO THE TABLE
* FRAGMENTATION & RIVALRY
RESULT IN DESTRUCTIVE PRICE

Factor Conditions Demand

DISTINCT CULTURE & * STRONG DOMESTIC DEMAND
CUISINE * TOP ATTRACTIONS ARE THE

* UNIQUE CULTURAL EVENTS& SAME
HANDICRAFTS FOR BOTH THAIS AND
* RETICENCE TO SPEAK FOREIGNERS

ENGLISH AND INTERACT WITH
FOREIGNERS RESULTS IN
DETERIORATION OF CULTURAL
INTERACTION AND EXCHANGE
* INSUFFICIENT

* LOCAL DEMAND IS LIMITED
TO SELECT HOLIDAYS AND
VERY PRICE SENSITIVE

* THAI TOURISTS ARE
UNSOPHISTICATED IN TERMS

Related & Supporting
Industries
*MOST DEVELOPED THAICITY
AFTER BANGKOK
* DISCOUNT AIRFARES,
INCREASED FREQUENCY OF
AIRLINE SERVICES
* ABSENCE OF STANDARDS &§
CERTIFICATION — HOTEL STAR
RATINGS, TOUR GUIDE
LICENSING, ETC.

Analysis of the Chiang Mai Tourism Cluster Using Porter’s Diamond

The cluster drategy was completed on March 2004. The cluster participants arrived
a a common misson that ams to revitadize and repogtion Chiang Ma as a premium
touris dedtination providing world-class customer sarvicee The cluster members
identified five drategic initistives and a number of action items rdated to each
initiative that should help the dudter achieve its god and redlize its stated misson.

Subsequently, specidized technical assstance was mohilized by TCl to vdidate and
assg the duder in planning the implementation of thelr drategic initiatives.  Dr. Joe
Goldblatt, conducted a seminar in Chiang Ma on “How to Taget Meetings,
Incentives, Conventions and Exhibitions (MICE) Tourists and Grow the Industry” on
June 28-29, 2004. The seminar was opened by Minister of Tourism and Sports, and
was attended by 250 people. On Day 2, he led a workshop kd on “How to run a
mgor MICE event in Chiang Ma”, focusing on cooperation and leadership — a case
sudy. On August of 2004, Dr. Don Hawkins held a workshop on Eco-tourism and
Eco-lodge development, and conducted a review of Chiang Ma’s Eco-touriam
product offering and comment on current postioning in the globa marketplace. TCl
adso engaged Dr. Krishna Kumar to conduct a study benchmarking Chiang Ma
agang other dedtinations in key areas of importance when targeting different tourism
segments.

20

Funded by the US Agency for International Development Under the Accelerating Economic Recovery in Asia Program



Action Indicators

What follows are the main dtrategic initiatives developed by the clugter, followed by a
brief account of actions taken towards implementation:

1. Define Chiang Ma’ sidentity to build a competitive advantage based on an
indefinable yet highly attractive draw — eg., “ Chiang Ma Charm”

2. Increase average daily expenditure, length of stay, and off-season draws

3. Identify and target selected markets- such as MICE, eco-touriam, and golf
& spa.

4. Develop an Internet-based direct marketing program

5. Deveop customer service qudity and customer resource management
processes

TCl has facilitated technicd assstance with the objective of assgting the clusters to
understand, evauate, target and prioritize attractive tourism market segments- such as
MICE, eco-tourism, and golf & SPA. Two to three meetings of cluster leaders have
taken place to review avalable data, and gauge atractiveness and potentia. Action
plans have been outlined.

C-MICE is a DMO (dedtination management organizetion doing primarily MICE)
that was born through the process of TCI’'s MICE mesetings and workshops. To date,
the busness owner has concelved the busness plan, invested in training dtaff, hired 2
more staff (secretaries) and one project manager and has serviced 2 events to date.

A private company, The Track of Tiger Tour group, has developed the Chiang Mai
Street Directory and Shopping Guide. The publication is designed to encourage
tourigs to spend an extraday in Chiang Ma. Thefirgt edition is expected to circulate
before the end of 2004. The company’s owner, Mr. Shane Beary, gives credit to
TCI’s grategic planning sessions and diagnogtics for being insrumenta in prompting
the idea. TCI supported the initiative with the printing costs® Additiondly, TCI's
tourism advisor supported the initiative with the conceptudization of the write-ups for
each of the sections to educate the consumer, endorsements, promoted the
competitiveness dimension of the initiaive through meetings with key officids
(President of CMTBA, VP of COC, Presdent of the Thai Hotel Association, key
cluster stakeholders, and at the full-cluster levd).

The cluster has agreed on the need for a webste, and has prepared a blueprint of it,
regarding its functiondity and content. Other destination webstes for Southeast Asa
and the world have been surveyed. Four cluster members are extremely interested
and have pledged B 200,000 ($5,000 USD) to support the idea.

® The authors of this report interviewed Mr. Beary in August of 2004.
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The cluster Strategy was presented to government officials. Severd projects were
adopted for in the provincid government’s srategic plan for the following three years.

With the purpose of encouraging communication and cooperation between the
tourism schools and the locad busness community, TCl facilitated the organization of
a Bugness Plan Compstition for Tourism / MBA Students, in collaboration with
Payap Universty. Nine teams of 4 students (36) students entered the competition. TCl
traned students on how to write a busness plan in August of 2004, and a ligt of
suggested topics was provided, induding acute problems in the Chiang Ma tourism
industry, such as the deterioration of the Night Bazaar, reationship within tour
operators and tour promoters above, and the chegpening effect within the hote
complex. The busness community is supportive and engaged in the initigtive, snce it
is dedgned to facilitate curriculum development, reward sudents for professond
work and, identify best and brightest students.

I nvestment Mobilization

Cluser executives have dlocated a sgnificant amount of time to meet and
attend presentations and conferences. Likewise, they have provided workshop
and mesting venues a their expense.

MICE seminar and workshop: Cluster expenditures on venue, trandators, and
equipment are estimated to have a value of B230, 000 ($5,750 USD).

Government investments The Tourism and Sports Minigry (Chiang Ma)
earmarked B3 million ($75000 USD) to English Language Training for
Tourism (expanding the origind concept to include government officids) for
fisca year 2005, based on TCl's project draft submitted to the government in
June.

C-MICE (dedtination management organization targeting MICE) has reported
B240, 000 ($6,000 USD) of investment during the first 6 months of operation.

Chiang Ma Benchmarking Study: The cluster will cover B 200,000 ($5,000
USD) towards the costs of this study.

Chiang Ma Street Directory and Shopping Guide: The Track of Tiger Tour
group (a private business) has invested about B 2.7 million ($67,500 USD) in
thisinitigtive.

In totd, the cluster has invested B 3.37 miillion ($84,250 USD) towards the
implementation of its Srategic initiaives, not including the B 3 million earmarked by
government towards an English language training program and TCI’ s investments.

Delivered Results (Actual and Potential)

The Chiang Mai tourism clugter is less than ayear old, and many initiatives are ftill &
the conceptuaization stage, which makesit difficult to esimate the potentid vaue-
added of implementing them. At present, agreat number of foreign visitorsto Chiang
Mai are price-sendtive segment vistors, such as back-packers. The cluster
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participants are committed to identify and target MICE and other tourism segments
whose vigtors spend much more than most of Chiang Ma'’ s current visitors. In
particular, the MICE tourism represents a lucrative market segment valued at $200
million and growing & arate of 8% annudly. The cluster’s decison to identify and
actively pursue selected markets should lead to a bigger share of those tourism
segments and increased revenues for the indudtry.

The mogt mature initiative, which will be fully implemented by the end of 2004, isthe
development of the Chiang Ma Street Directory and Shopping Guide. Of dl the
possihilities to increase the average 3 days that tourists spend in Chiang Ma,
shopping is arguably the one activity that could immediately provide the incentive to
day an extraday and improve Chiang Ma’ s tourism industry competitiveness.
Shopping activities require no investment in infragtructure; and it is an existing and
sgnificant contributor to the local economy and cultura identity. This reasoning was
the motivation for a private company, the Track of Tiger Tour group, to move ahead
and developit.

Mr. Beary, the tour group’s owner, expressed to us during a recent interview that the
project’s drategic planning sessons were very hdpful in giving birth to the busness
idea In his own words, “TClI's drategic planning sessons emphass on promoting
the industry’s compstitiveness through increesng the average length of stay and the
amount of tourist expenditures prompted me to think on what were our competitive
advantages and how we could achieve those gods in Chiang Ma. Of dl the
possihilities, shopping seemed to be the most immediate attraction that could provide
an incentive to increase the tourist average length of stay”.

According to Mr. Beary, who conducted extensve surveys prior to investing in the
initistive, most busnesses in Chiang Ma do not advertise in the 14 exising
publications because it is not codt-effective to advertise in publications that do not
reech the tourist before their ariva to Chiang Ma. Surveys as wdl as anecdotd
evidence reveded to him that tourigs have trouble finding good quaity merchandise,
and that tourists options ae in practice limited to what they can find or to tour
guide's recommendations, who recommend places based on commissons (ranging
from 30%-50% of the sde price) and frequently gir the tourist towards shops
featuring mass- market items, as opposed to those boutiques with qudity items.

Chiang Mai’s Shopping Guide will offer the tourist arobust information tool. 1t will
include detailed maps of 15 key shopping didricts, 30 articles (with illustrations) to
educate the consumers on the history, making, availability and qudity of furniture,
textiles, paintings, handicrafts, silk, ceramics, home décor, etc. The Guide will be
distributed by bookshops in the main points of entry to Thailand and Chiang Mai
(international and domegtic airports), hotel chains, tour operators, and duty free shops.
The company is working on a Japanese version to be introduced in ayear or 0.

The Track of Tiger Tour group expects to distribute 60,000 copies on ayearly basis,
presumably reaching as many tourigts (avery amdl fraction of the 2.3 million who

vigted Chiang Ma in 2002). If one-third of those 60,000 tourists extended their stay
for an extra day, the Chiang Ma’ s tourism industry would obtain additiond revenues
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of $1.36 million USD per year (the average spending per tourist per day in Chiang

Mai for 2002 was $68 USD). If 33% of those revenues represent business profits’, the
initiative has the potential of generating extra profits (return on capital) of $448,000
USD each year, under these assumptions. Table 2 shows the caculation of additiona

at various degrees of success of thisinitiative. Thismeasureis only afraction of the
potentiad incresses in value-added of the initiative, Since it does not include the

potential job creation effects that the additional sleswould have®

It should be noted that the estimation |eaves the expenditure level unchanged a $68
USD per day, which could be affected both by the Guide itself and the lengthening of
the tourist vigt. Additiondly, no other potential effects are considered that could
result from the initiative, such as additiona number tourigts viditing Chiang Mal.

Potential Benefits of Chiang Mai’s Street
Directory and Shopping Guide

The project had also severd quditative outcomes. For example, universty-business
collaboration was promoted through the Business Plan Competition and seminars.
Additiondly, the Cluster is cooperating with the provincia governor and a professor
from Chiang Ma Univergty in crafting a srategy for the city and the area.

The Tourism and Sports Ministry adopted several projects and used TCI’s mode for
their srategic plan for 2004-2006. One of the cluster’ sinitiatives adopted by
government, an English training program for tourism employees, can bring significant
benefits to the workforce, snce employees fluent in English can between 50-100%
more than those who are not.

The sector is very fragmented and is characterized by 4iff price competition that
hampers communication and activity coordination among different sector participants.
Qudity has been sacrificed in the face of cod-cutting pressures. Public and private
indugtry participants have recognized the need for changing the mindset. In this
regard, it is sgnificant that custer participants have arrived a a common misson that
ams to repodtion Chiang Ma as a premium tourist destination providing world-class
customer seyvice,

" A brief informal survey with restaurants, hotels, and boutiques indicated that the average profitability
of these businesses was 33% of revenues.

8 Dueto time constrai nts, the evaluation team could not gather enough data to estimate this.
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Additiondly, as TCl tourism advisor observed during cduster meetings, clugter
paticipants ae beginning to abandon quick fix solutions, such as advocating for
subsdies or specid incentives.  Instead, many cluster participants have adopted
principles promoted by TCI, such as the industry’s need to offer more sophisticated
services and products that encourage customers to spend more and stay longer.
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Bangkok Digital Content Cluster

Severd firms engaging in computer graphics and animation, games design, and web
design were enjoying consderable growth in recent years. Centered in Bangkok, these
firms knew each other well asthey bid for internationa projects. They were identified
as exhibiting certain cluster characterigtics. They desired to grow further and were
highlighted as desirable contributors to the national economy.

Digital Content
Cluster Map

International Environment:
Korea, Singapore, USA Digital Content
Industries, SIGGRAPH International

Public Sector:
ICT Ministry, SIPA
Cluster Core: InternaFionaI, regionél, and
Supporting Institutions: ComPUter _graphics, ga.mes’ <_ %?(;ndisclllico(n:uff;zrsneisﬁllnmd;ndj
SIGGRAPH Bangkok web design and hosting anrimation studtios. mgbile
Chapter, Bangkok firms phone content providers
University, Rangsit —’
University, Silapakorn
Supporting Sectors:
Mobile phone industry, 4
online gaming industry,
entertainment industry
Strategic Activities:
Reinforce inter-firm cooperation and cluster
linkages, building brand awareness, enhancing
the business climate

The digital content industry embraces a variety of products and servicesin the
entertainment, education, communications, business/professona related content, and
other sectors. It isahigh growth industry projected to grow a an average annud rate
of 30% through 2006. Thailand'sdigital content industry includes companiesin the
gaming, animation, mobile goplications, e-learning and other sectors. However, the
dze of the digitd content sector in Thailand is quite smdl, especidly in comparison to
those of its competitorsin theregion. The cluster includes approximeately 50
companies divided into threetiersin terms of financia position, number of

employees, product reach, brand equity, and market orientation.

Thailand enjoys a number of factors favorable to the development of the digital
content industry. The country boasts arich and distinct history and a culture that
awards cregtivity and tlent. Thai media products are recognized and acclaimed
throughout the world for their creative content. The country is dso awelcoming
tourist destination, as well as an atractive relocation and retirement destination.
Indeed, the qudity of life Thailand offers has been attracting I T professonas from
other countriesin the region. The Tha government has been supportive of the IT
sector through promoation of IT initiatives, such as the Software Industry Promation
Agency, the Software Park, and others. However, Thailland’sIT and digital content
indudtries lack sufficient home-grown labor resources tofill dl available IT pogtions,
in large part because the country’ s labor force lacks the necessary technical and
busness kills. Thelow leve of English proficiency is a disadvantage in comparison
with other competitorsin theregion. Smilarly, the lack of awell-developed Tha IT
diasporato the mgor technologica centers of the world has hampered Thai effortsto
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expand its digtribution network. The country also needs to continue improving its
infrastructure to accommodate the needs of the business and consumer communities.

Thedigita content industry has evolved through the convergence of such previoudy
distinct areas astraditional content, media, and entertainment, software and
multimedia, and eectronic hardware and tdlecommunications. Itisafast growing
indugtry driven by the rapid growth in information and communication technologies,
by the Internet, and by broadband fixed and wireless access and associated devices
that are encouraging the ever-expanding demand for the eectronic distribution of
content. The industry is complex and varied, conssting of arange of products and
services across multiple applications, platforms, tools, and indusiry sectors.

Thailand’ s digital content cluster is dill reatively smal compared to the overdl sze

of the Thai softwareindugtry. In 2002, Thailand exported US$46.25 millionin
software products and services, out of which US$37 million (81%) was earned by the
software services and packaged software sectors, and US$8.8 million (19%) was
atributed to the digita content sector. Within the digital content exports, animation
accounted for US$2.55 million (29%) followed by mobile content, games, e-learning,
CAl, and web-desgn.

The ultimate god of the Thai digita content clugter isto transformthe Thai
multimedia and animation industry from its present Sate of fragmentation and
disorganization into awell-integrated and solid collaboration among professionas and
business firms, thus providing Thailand with a competitive advantage in its pursut of
an increased share of the globa digital content market.

The Tha digita content cluster has the potentid to create high paying jobs, bring in
foreign exchange earnings, and make Thailand a center for the digita content
indugtry.

Process Indicators

TCl engagement with the Digita Content Cluster started in April 2002. The cluster
consgs of about 50 firms that could be classfied into three tiers, 46 large firms, 20+
smdler ones, 3-4 universties, the government agency Software Investment Promotion
Agency (SIPA), Bangkok-SIGGRAPH & 3,000 students. To date the full-cluster has
met Sx times, but there have been many more meetings with parts of the clugter. TCI
daff members have met with indudtry leaders, government officids and universities
31 times.

TCl made presentations to the cluster covering topics such as CMM (a software
production qudity standard), Project Management, IT outsourcing, “New Paths into
Globd Markets’, Benefits of SIGGRAPH, Software Training Needs, Cluser
Approaches and E-education.

TCl and SIPA mobilized technicd assstance to asss the clugter to vdidate and refine
their drategic initigives. Mak Frazier and Ann Ruengsorn, ICT industry experts,
conducted a globd benchmarking dudy andyzing the competitive context of the
digitd content clugter.
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In June 2004 TCI brought in Mark Nydham, a business drategis, to hep the members
findize the cluser drategy and the industry diagnogtics, including SWOT, Industry
and Market Trends, and adiamond analysis.

Analysis of the Digital Content Cluster Using Porter’s Diamond

STRATEGY
STRUCTURE & RIVALRY

* A FEW HYPED SUCCESS STORIES

RESULT IN NUMEROUS IMITATORS
WHO LACK STRENGTH

* PROJECTS AWARDED BASED ON

CRONYISM NOT MERIT

DEMAND
* DRIVEN BY STRONG FOREIGN
COUNTRIES
* LocAL DEMAND STRONG FOR
MoBILE PHONE CONTENT ONLY,
DEMAND WEAK FOR OTHER
SECTORS OF DIGITAL CONTENT
INDUSTRY

EACTORS
* VISUAL AESTHETICCS AND
CREATIVITY PERMEATE THAI
CULTURE AND LocAL FIRMS
CONTINUALLY WIN AWARDS

* ENGLISH PROFICIENCY IS CRITICAL

TO D.C. INDUSTRY BUT OVERALL

THAIS ARE VERY WEAK

* MOST THAI MULTIMEDIA
SPECIALISTS ARE SELF TAUGHT —
REFLECTING A PAUCITY OF TRANING

AND EDUCATIONAL INSTITUTIONS

RELATED & SUPPORTING
INDUSTRIES
*SIGNIFICANT LACK OF TRAINING
INSTITUTIONS, EDUCATIONAL
PROFESSIONALS, AND CURRICULUM
*STRONG GROWTH IN LOCAL MOBLE
PHONE MARKETS
*LOCAL FILM INDUSTRY IS GROWING
BuT NOT SIGNIFICANTLY IN SIZE OR
ADOPTION OF DIGITAL

TECHNOLOGIES

The Digita Content Cluster participants arrived at a common misson: to build a
sustai nable competitive advantage and to raise sandards of living for its employees
through sill training. The overdl Strategy isto combine the creetivity-oriented
grengths of Thai companies, workers and fredancers and transform them into
financidly risk-acceptable projects through branding, mastering production skills and
solidifying foreign didribution channels. Untimely the cluster will produce origina
content for regiond and internationd ditribution to create red vaue within the
industry.
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Action Indicators

The main drategic initigtives are listed below, followed by a brief account of the
actions taken towards their implementation.

Reinforce inter-firm cooperation and cluster linkages

Improve work-force workforce skills devel opment

Build brand awareness

Assg infadlitating globd linkages and empower efficiencies into the marketing
process

5. Improve the business climate

PO

To reinforce inter-firm cooperation and cluster linkages, TCl crested a digital content
membership database and provided it to SIPA in order to send out invitation ligts for a
proposed digitd content group (eg., Thaland Animation & Multimedia (TAM)
2004). TCl has created a directory and currently the Chairperson of Bangkok-
SIGGRAPH maintainsit. Thedirectory at this point has over 3,000 members listed.

Efforts towards this god aso included TCI’ s research to find an international
organization committed to graphics and animations for the cluster to join. Asaresult,
TCI recommended ACM SIGGRAPH. TClI interfaced with the ACM SIGGRAPH
committee and the cluster to help establish the Bangkok-SIGGRAPH committee. The
by-laws of the Bangkok-SIGGRAPH chapter with ACM SIGGRAPH (USA) were
registered on January 2004.

The annua SIGGRAPH conferences helped build brand awareness and fecilitate
globd linkages with the Tha digitad content custer. TCl encouraged the cluster to
atend the 2003 & 2004 SIGGRAPH conference. A 12-member Tha deegation
participated in the 2004 SIGGRAPH Conference in Los Angees (7 from the private
sector, 4 from government and 1 from TCI.) Although the SIGGRAPH conference is
mogly technica in nature, the Tha ddegates were dso able to vigt two American
firms Electronic Arts and Rhythm and Hues aswell as two American universties.

Additiondly, TCI engaged severa US IT consultants interested in outsourcing ICT
work to Thaland. A representative from Eware.com (pecidizing in smdler scde
software projects) gave an informative presentation at the Thal Software Park,
explaining US market ssgmentation and offering ingghts on the markets Thailand is
best aligned to penetrate. Max Rosenblatt, Presdent of ITonTime (Los Angeles) aso
expressed interest in establishing contacts with TCl. Mr. Rosenblatt emphasized the
importance of raising Thalland'sleve of brand awvarenessin the US, e.g., through
publishing articles by Tha digital cluster expatriatesin trade magazines, and

aranging for the participation of Tha industry experts as spegkers a industry
conferencesin the US,

To drengthen and facilitate linkages between the digitd animation sector, locd
univerdties, sudents, free-lance animators and the internationd firms, TCl provided
financial support and helped to organize Thai Anima 2003. This event showcased
the cregtive tdent of Thalland's digitd content cluster to a locad and internationd
audience of close to 300. In addition, animation experts from the US and Jgpan
conducted workshops and seminars for locd digitd artists and universty students. In
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2004, SIPA hosgted the fedtival under the name Thailand Animation & Multimedia
(TAM) 2004. Activities of TAM 2004 conssted of workshops, seminars, and
showcases conducted during the Children’s Day (January 812, 2004). Approximately
100,000 people participated in this event, including students, universties, public and
private companies, and individuds intereted in Animation and Multimedia Severd
animation experts from the US (Warner Bros.), Japan (Pokemon), and Korea (KIPA)
lead seminars.

To provide the cluster with greater market knowledge, TCI hired a specidized
consultant, Ann Ruengsorn, to do a market study on the US animation market. Ms.
Ruengsorn gathered and summarized exigting studies on the globa animation,
multimedia, and rdated digita content industry; and andyzed overal market context
and trendsin the digital content industry in North America, specificaly:

- Définitions and scope of market Sze and opportunity

- Andyssaf niche markets such as animation and gaming

- New trends and technology shaping the industry

- Demand side assessment through the identification of opportunities and other
potential niche marketsfor Tha firmsin North America

With aview towards implementing improvements in the business environment, TCI
engaged two consultants in March 2004 to assist in-country stakeholdersand SIPA in
identifying opportunities relaive to regiona competitors and identifying opportunities
that enable Thailand to achieve near-term results. The benchmarking report was
completed by the end of the month and was distributed to the cluster and SIPA. The
cluster is consdering many of the consultant’s recommendations, and severd like the
Anima Exchange and Fagt- Track Visafor ICT Workers are already at the
implementation stage.

The Board of Investment (BOI) handles visa applications for ICT workers. Under the
current system for an ICT worker Visa, the company has to be registered with BOI
and then goes through 2 procedures. evauation of the submisson and certification of
the gpplication. SIPA now has an agreement with BOI to handle the first procedure,
and expects to do the same for the 2'%. The company would not have to be registered
with BOI, but could get the VISA processed in 3 hours if al the paper work is filled
out correctly.

In discussions of cluster problems, the problem of companies raiding one another’'s
staff for criticd skilled saff was raised. Some company executives sad they were
rductant to have daff participate in cluser meetings for fear they would be offered
jobs by competitors in the cluster. After some discusson and private mestings it was
recognized that this problem was a symptom of inadequate training of the workforce
a the universty level and a generd shortage of workers with digita skills. Workforce
development therefore became an important issue for the cluster to address
collectivdly. In taking steps to address the workforce development issue, , TCl
organized a roundtable meeting to seek collaboration with the universty network. It
became clear that some of the sKills taught and the software used in the universties
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was out of date or ingppropriate to the digita content companies needs. Traners at
the universties, it was agreed, themsalves needed training to update them on current
industry needs. Representatives from some of the leading universties including
Silpakorn, Si Patum, and Rangst Universty atended the roundtable and gave
feedback on a proposed “Training the Trainers Program”. In August & September
2004 Bangkok-SIGGRAPH met with TCl and re-focused itsdf on student enrollment
and education initiatives and working with the univergties in  curriculum
development and having a SIGGRAPH student drive event.

Investment Mobilized

The Digitd Content Cluser had severd initiatives driven by TCl that generaed
B19.9M ($497,500 USD) in investments to date. Of the total, TCIl invested B1.19M
($29,700 USD), the government provided funds for B8.59M ($214,800 USD), the
private sector B9.54M ($238,500 USD), and other donors provided B500K ($12,500
USD).

Theseinvestments are listed b ow:

1. Thai Anima 2003

TCI promoted the firg Thai AnimaMulti-Media Fair in 2003, with atotal budget of
B8OOK ($20,000 USD) TClI invested B300K ($7,500 USD) and UNCEF contributing
B500K ($12,500 USD).

2. TAM 2004

Although the first event was amdl it created enough excitement in the industry that
government and the private sector contributed most of the money for TAM 2004. The
total cost was about B17.08M ($427,000 USD), including booths, rental of conference
facilities, etc. SIPA contributed B8M ($200K), TCI invested B8OK ($2,000 USD) and
the private sector contributed BOM ($225,000 USD), (B7M ($175,000 USD) from
direct sponsorship and B2M ($50,000 USD) from Booths.)

3. Benchmarking Study

TCI brought in 2 Short Term consultants to do a benchmarking anadlysis of the digital
content cluster. SIPA paid B160K ($4,000 USD) toward the consultant fees while
TCI paid B780K ($19,500 USD).

Probable Future I nvestments

Future invesment in Digitd Content Cluster initiatives esimated to be a totd of
B119.34M ($2,983,600 USD) in investment: B200K ($5,000 USD) from KIAsa,
B95.14M ($2,378,600 USD) from the Government and B24M ($600,000 USD) from
the private sector.

31

Funded by the US Agency for International Development Under the Accelerating Economic Recovery in Asia Program



4. Anima Exchange

The benchmarking study suggested the creation of an Anima Exchange where

students and free-lance animators could get a chance to work on mini-projectsin

country and abroad, like avirtuad internship. Thetotal cost of the project is estimated

to be B84M ($2,100,000 USD) SIPA thought this would be a great idea and has
pledge to put in B8OM ($2,000,000 USD) toward the project over 3to 4 years. Oracle
and Sun Microsystems have pledged to put in B4M ($100,000 USD) together in
technology investments (Oracle the software platform and Sun the serversto run the
system). A locd Tha software and animation company Thomes Ideawill develop the
project.

5. Thai Anima 2005

Because of the success of Thai Anima 2003 and TAM 2004, TAM 2005 will be even
bigger. Itisestimated that the conference cost will be B35M ($875,000 USD). More
private sector companies now understand the importance of the supporting the
conference and will participate. SIPA plans on increasing their investment to B15M
($375,000 USD) while the private sector is expected to contribute B20M ($500,000
USD) (Direct investments and advertisng B10M ($225,000 USD) and booths B10M
($225,000 USD).) Because this has become a sustainable event between the
government and the private sector, TCl will not have to invest any money into this.

6. Bangkok-SIGGRAPH Sugtainability

Because of the success of Bangkok- SIGGRAPH both KIAsiaand SIPA are pledging
investments for atotal cost of B344K ($8,600 USD) to make it a more structured
organization. KIAsa has pledged B200K ($5,000 USD) as seed funding to be used
for gaffing, organizing and managing future activities such as outreach and

membership drives. SIPA isinterested in sponsorsing and recommending Bangkok-
SIGGRAPH to be a subcommittee of the Association of Thai Software Indusiry. This
would dlow for it to have free office pace in the Associations of Thai Software
Industries offices at an estimated cost of B144B ($3,600 USD)

Delivered Results (Actual and Potential)

The digitd content indugtry in Thaland is fairly young and the duder is just dating
to codesce. Many of the initiatives are gill being implemented, and their outcomes
ae very difficult to measure. However, it is cear that the USAID project gave this
cluster an important boost a a critical point in its development. We can point to the
following outcomes of TCI’ s engagement with the clugter:

One of the mgor weaknesses of the cluster identified through cluser meetings was
the lack of skilled professonds. This was clearly noted in the Tha Digita Content
Cluser drategy document. Thus, many of the TCI initiatives were geared at
expanding the pool of skilled professond in the industry. The increase in the number
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of participants from 300 in Tha Anima 2003 to 100,000 in TAM 2004 shows how
these conferences are increasng awareness among the locad population of the digitd
content industry. Thisincreased awareness has had an impact in 3 aress.

1) An increee in the number of Thas interesed in joining the Digitd Content
Industry.  Interviews with Vithita Animation, Thomas Idea, How Come
Entertanment & Imagimax Animaion & Desgn Studio showed that al had
an increase in the number of people goplying for jobs after TAM 2004. To
illusrate, Imagimax pointed to an increase of 200 job gpplicants in the week
after TAM 2004.

2) An increae in the number of univerdties offering specific Digitd Content
programs. A year ago there were no universties offering specific programs on
Graphics and Animaion. Due to increese in demand, 12 programs were
creted. The universties are not able to create their programs so quickly and
ae working with private sector firms who have been offering the traning
previoudy. Thomas Ides, Imaginmax, Vithita and Digitd Ada School of
Animation reported that they ae working with univerdties in  supplying
ingtructors, curriculum and technology.

3) An increase in the number of dudents entering into Digitd Content Training
Programs. Because of specific TCl initiatives like TAM 2004, more students
are teking Digitd Content training. For example, Imagimax reported a 20%
increase in the number of Sudents teking ther training programs after TAM
2004.

With an increese in demand of digitd content training, KIAda will cary out an
education initiative “Training the Traners Program” for TAM 2005, during the
project’'s follow-on after September 30, 2004. This will increase the universties
capacity to carry out these programs. At least 40% of people who go through these
training programs get jobs in the digitd content industry.®, where entry-level positions
offer wages amounting to dmogt 2 times that of the average (increase from an average
$1,800 USD/year to $3,420 / USD year™©).

Before the project’s engagement, SIPA did not seem focused in the digital content
industry, but concentrated on embedded and enterprise / PC software development®?,
with thoughts of following the example of India In meetings with government
officids, the TCl suggested that the Indian example was not gppropriate for Thailand
because of the shortage of trained software development and an underlying weekness
in mahematics in the Thai education system. TCl suggested that atention to the
digita content cluser would be productive because of Tha drengths in the visud
ats, drong customer base in games and mobile phones and a certain Tha culturd
flar for decorative innovation ad dyle. Because of these arguments, backed by
information from the cluster, SIPA expanded its support for software development to
the digital content portion of the industry. Maor successes like TAM 2004, led SIPA

® From data provided by Imagimax and Digital Asia School of Animation
10 Average entry level wage for aanimator compiled from an industry survey
1 From interviews conducted during the M & E process, August & September 2004
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to redize the importance and potentid of this cluser for Thaland. Bdlow are some
ddivered results driven by TCI and SIPA.

1. SIPA hdped to produce improvements in the busness environment by
implementing the Fast-Track Visa application for ICT workers (which is
esimated to reduce the amount of time to get a work visa greatly from 2
monthsto 3 hours.)

2. The benchmaking sudy suggested cresting an Anima Exchange where
students and free-lance animators could get a chance to work on Mini-projects
in country and abroad, dmost like a virtud internship. SIPA thought this
would be a great idea and has pledge support most of the project over 3 to 4
years. The project is scheduled to begin later this year. The exchange will
cregte efficiency within the smdl project market tha will give needed
experience to Tha sudents and free-lancers, by increesng the amount of
projects and internships available.

3. SIPA is credting public service Edutainment games on issues like Drug Abuse
and Good Nutrition which has given some of animaion studios and gamng
companies needed experience.  SIPA is dso opening an animaion sudio in
Northern Thailland to give the rurd aea access to the technology that is
currently only available to Bangkok animators.

Findly, some of the initigtives are having soread effects beyond the specificities of
the digitd content indugtry. Such is the case of the Anima Exchange, which has
prompted SIPA to plan asmilar exchange for software developers called sme.net.sc.
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Chantaburi Gem Cluster

The Chantaburi Gem Cluster is composed of companies engaged in processing raw
gem stones and jewdry. In recent years, trade associations and educationd ingtitutions
were seeking new and improved methods of supporting the industry. There appeared
to be adesire for coal escence among severd industry members.

Chantaburi Gems and Jewelry
Cluster Map

International Environment:
Gemological Institute of America,
WTO

Public Sector: L
MOI, MOC, MOE, Customs
Dept., DEP, >
Cluster Core: Gemstone dealers from
Chantaburi Gem India and Africa,
SO AEETIE Association, loose gemstone |
Gelrjn andeewelrly Inshtitute. processors (Ruby, Sapphire,
Chantaburi Polytechnic, —’ .
Silapakorn University, etc.), jewelry manufacturers Gemstone dealers from
Burapha University o Bansko»k»andI
antaburi, jewelry
<— manufacturers / retailers
in Thailand

Supporting Sectors: / +
Thai Gem and Jewelry
Traders’ Association,
Chantaburi Precious Stone Strategic Activities:
Factory Group Building Chantaburi “presence” in marketplace,

move down value chain, improve R&D and
market knowledge, establish local testing
facility, leverage bargaining power

The gem and jewdry indudry is perhaps one of Thailand’s competitiveness success
dories. Thaland’ s export of gems and jewelry has demonstrated double digit growth
figures that went on despite the Adan Financid Crigsin 1997. At dmogt $2.4 hillion
in 2003, exports of gems and jewelry account for dmost 3% of Thalland' s total
exports. Thailand has severd gem cdlugtersinduding Bangkok, Chiang Ral in the
north, Kanchanburi in the western region, and Chantaburi which is near the
Cambodian border.

The Chantaburi Gem clugter attracts buyers from dl over the world, of which Indians
and Africans are the mogt evident. It isaso amagor employer, providing jobs for
55,000 persons in 700 factories; another estimate suggests that “ some 20% of the
province' s population is directly employed in the gem sector.”*? Thailand is probably
the world's largest exporter of colored gemstones, precious and semi- precious,
excluding diamonds, and it is the second largest exporter of fine jewdry &fter Itay.
Gems and jewdry figure prominently within the nationa economic srategy of
grengthening Thalland' s pogitioning in the globd fashion industry.

The gem clugter in Chantaburi is at a strategic crossroad. The areais wel-established
in the country and in the region as aworld- class center for processing rough

12 «Thailand' s Gem Capital” by Michael Spencer, Asia Times Online, Dec. 4, 2002.
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gemstones into gems for jewdry. However, there are clear trends underway thet are
demanding attention from the cluster. Over the past decade, the minesin Thailand
have been depleted. In recent years Chantaburi has been purchasing its rough gems
from other gem-countries, such as Sri Lanka, Myanmar, Australia, Madagascar,
Tanzania, etc. These countriesin turn have been developing their own processing
cgpabilities. While perhaps not as well-known as Chantaburi, oneimmediate
consequence is that the bulk of the “best” gemstones remain in the country of origin,
and Chantaburi isleft largely with “second grade” smaller stones. Furthermore, while
Chantaburi focused on gem processing, Bangkok devel oped export quaity jewery
using Chantaburi’s gems. And over time, with the rising cost in developed countries
of setting stonesinto jewdry, and as Tha jewdry design and quality improved, the
proportion of Thai exports (in value) of gems declined rdaive to finished jewdry
products. Chantaburi is therefore “ stuck-in-the-midde’.

Process Indicators

TCI made an initid presentation to gem manufacturers in Chantaburi on September
11, 2002. From this date onwards, TCl made more than 4 presentations to cluster
members on competitiveness, industry diagnostics, and other topics.

A Memorandum of Understanding was signed between TCl, the Chanthaburi Gem
Association, and the City of Chanthaburi on 19" of August 2003. The co-signers
agreed to develop Chanthaburi gem cluster to enhance its competitiveness, expressng
their commitment to collaborate and share resources to undertake agreed upon
activities. The cluster met regularly on a monthly basis and TCI participated the
mesting when requested, which was about four times ayesar.

The origind core cluster was composed of 100 firms from the Precious Stones
Factory Group, (PSFG) representing 50% Chantaburi capacity. Mogt firms are gem
manufacturers, dthough afew aso manufacture jewery. Following TCl presentations
on competitiveness and the introduction of the cluster concept, the cluster decided to
create the Chantaburi Gem Association (CGA), whose membership has grown to 300
firms and is expected to include up to 500 firms. The following inditutions beyond
the core dso participated in cluster activities: a) the department of export promotion,
Chanthaburi Office, b) The department of Labor and skills development; ¢) the Gems
and Jewdry Inditute of Thailand, and d) the Rgapat University Chathaburi. This
showed that dthough the association isamgor eement of the clugter, it extendsto
many other organizations and agencies that do not produce gems, but which are
important to the success of the gem industry

During the course of TCI’ s engagement with the cluster, severd diagnostics were
goplied to the gem indugtry in Chantaburi to facilitate the development of strategic
initiatives to improve the cluster’ s competitiveness. These diagnogticsinclude an
industry benchmarking analysis, avaue chain andyss, globa market and industry
trends analysis, acluster map, adiamond andyss, aswell asa SWOT exercise.
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Analysis of the Gemsand Jewdry Industry
Using Porter’s Diamond

STRATEGY
STRUCTURE & RIVALRY
* WEAK LINKS IN VALUE CHAIN
* LACK OF ACCEPTED GRADING
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* PROCESSING INNOVATION KEY TC
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*LocAL DEMAND PREFERENCES
VERY DIFFERENT FROM FOREIGN
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* CHANTABURI |SOLATED
GEOGRAPHICALLY * CHANTABURI
RECOGNIZED AS WORLD-LEADER IN
PROCESSING TECHNOLOGIES
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RELATED & SUPPORTING
INDUSTRIES
*INFORMAL APPRENTICESHIP SYSTEM
*TourisM (MICE MARKET, 10+
MILLION TOURISTS P.A.)
*WEAK TRANSPORTATION LINKS,
LONG DISTANCES BETWEEN
CHANTABURI AND BANGKOK
STRONG FASHION INDUSTRY AND
CONSCIOUSNESS LOCALLY

In November of 2003, TCl mobilized Ms. Shylle Schempf, agem and jewery
industry specidist, with the purpose of helping cluster participants to validate and
fine-tune their drategic initiatives, focusing particularly on abranding strategy for the
region of Chantaburi.

With TCI’ s business strategist and industry specidist assistance, the Chantaburi gem
cluster completed by April of 2004 a strategy to improve its competitiveness. The
vison for the cluster was to be the hub for qudity colored gemstones with
certification of quality and excdlent lgpidary skillsfor dl shepesand Szes. Their
specific objective was to find new buyers for its products (primarily gems but
including jewdry) thet will result in additiona growth of 15% per annum (dightly in
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excess of the current average growth of the Thal gem and jewdry exports). The
specific srategic initiatives are discussed in the following section, as well as actions
and investments made to date to implement them, and potentid results.

Action Indicators

The following are the main dtrategic initiatives, and a brief account of significant
actions taken by the cluster towards their implementation:

1. Building the Chantaburi “presence’ and awareness through trade fairs and
other initictives.

2. Toimprove and secure competitive access to sources of supply.

3. Toimplement sdlective forward integration to capture gregter value.

4. To improve R&D, maket knowledge and skills development through
patnerships with locd universty and other inditute and education and
traning providers.

5. To edablish locd teding facility as wel as documentation of hesat trestment
and other gem processing.

6. Promote cooperation amongst members through an association and leverage
their increased bargaining power.

7. Support the development of aternative sources of competitivefinancng

As pat of thar actions towards implementing sdective forward integration, cluster
participants opened 6 booths in the September 2003 Bangkok-based internationa
Gem and Jewdry Fair, and have progressvely increased their participation to 24 and
32 booths in the February and September of 2004 fairs, respectively. TCl provided
assigance to cluster members in preparing for the events. In addition, severd cluser
participants opened booths and attended fairs on behaf of the cluster in Shangha and
Honk Kong.

The PSFG created the Chantaburi Gem Trading Association (CGTA) and has crafted
with TCl assstance amarketing plan. Some of the eements of the plan have been
implemented. On March of 2004, CGTA opened the Chantaburi Gem Center, with
the purpose of building the Chantaburi name and providing an outlet for the cluster
members to exhibit their gems and jewd ry lines, while encouraging the processors to
commence designing jewdry (in afirs sage for sdein the locd market, targeting
tourists). The CGTA isaso promoting the center with tourist operators, and
organizing the first Chantaburi Gem Fair.

Additiondly, the cluster has prepared, and is working on a time-table to introduce
color code standards for the gems manufactured in Chantaburi, designed to increase
consumer confidence in the reliability of the region’s manufacturers and facilitating
transactions. Severd clugter firms are moving up the vaue chain by developing their
own jewdry lines.

I nvestment Mobilization

Cluster meetings. According to interviewed firms, the clugter invests annudly
about B120, 000 ($3,000 USD) for its meetings.
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Chantaburi Gem Center: Between 64 members of the recently condtituted
CGA, B3 million ($75,000 USD) were raised to build the Chantaburi’'s Gem
Center, which opened its doors in 2004. Annua expenditures to maintan its
operation are estimated at $1 million bath annualy ($25,000 USD).

Booths a the Bangkok Gem & Jewdry Fars The cluser invested B7.2
million ($180,000 USD) for 6 booths in the September 2003 Fair, B28.8
million ($720,000 USD) for 24 booths in the February 2004 Fair, and B38.4
million ($960,000 USD) for 32 boothsin the September 2004 fair.'3

Together, cluster investments to date amount to B 78.02 million (1,950,000 USD)*

Delivered Results

With TCI' s assistance and facilitation, the cluster has established a presence at the bi-
annua Bangkok Gems and Jewelry Fair. Reportedly, gpproximately 40% of annud
export orders are booked at the two fairs (around $330 million out of 2.5 billion USD
of total gem and jewelry exportsin 2003). At the September 2003 Fair, sales volume
for the show exceeded US $414 million, and officia attendance figures reached
23,369 vistors from the US, Europe, the Middle East, Japan and other Asan
countries. For the March 2004 event, this figure increased to 24,267. Their increased
bargaining power (collective action) got them more booths (32) for the September
2004 far. Thisincreased participation has probably led to increased sdes (and
building prestige for Chantaburi’s gems). No reliable data, though, was obtainable to
quantify this.

Egablishing direct rddionships with cusgomers (i.e. diminaing the Bangkok
intermediary) is exposing cluser members to overseas buyers preferences and trends,
and fadlitating the establishment long-term relationships based on trust and customer
savice, which are key in this industry, especidly in the upper end of the market
where the customer is willing to pay a premium and honor relationships with suppliers
who anticipate and develop gems in accordance with changing market requirements.

No published figures were found on Chantaburi’s output. Industry sources estimate
that total sales of gemsin Thailand are 20% higher that those exported (to account for
those sold domestically). Further, 80% of that value corresponds to rubies and
sapphires (rubies and sapphires are the main gems manufactured in Chantaburi). The
same sources estimated that 70% of rubies and sapphires are cut in Chantaburi. Thus,
according to this estimates, Chantaburi’ s output (using 2003 figures) was of at least
B5.77 billion ($144.5 million USD). The caculations are shown on Table 3, below.

According to interviews with industry members in ealy 2003, middlemen from
Bangkok purchasing in Chantaburi earn a 20% commisson, and 70% of Chantaburi’s

13 |ndustry sources reported to TCI that booths in the Bangkok fair have a cost of

about 1.2m bath each.
14 The annual amount required maintaining the Gem center is adjusted in this figure to reflect 6 months

of operation (March to September 2004).
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sales occur through Bangkok representatives. If 75% of these sales were to be direct,
Chantaburi’s gem manufecturers could capture additiond revenues of B606 million
($15.15 million USD). If 50% of this extra revenue were spent in diminating the
intermediary  (marketing  efforts, trangportation, fair atendance, and others), the
additiond income to Chantaburi’s producers would amount to B303.4 million ($7.5
million USD)®®. Data constraints nake it hard to establish the magnitude of the shift
and how fast it can be achieved. However, interviewed firms seem to agree that the
eimination of the Bangok intermediary is progressng, and tha their estimation is that
inafew years only 25% of al saleswould occur through a Bangkok intermediary.

The estimate assumes that Chantaburi’ s firms will be sdling at the same price asthe
Bangkok middiemen. The possihility of capturing extra revenue and profits could
provide funds for re-investment in other initiatives, or dternatively, the product could
be offered a a better price and lead to gainsin market share. More importantly,
though, being closer to the consumer will dlow Chantaburi’ s manufacturers to collect
the necessary market information to develop a demand driven marketing strategy, and
to produce the designs and types of jewelry that customers most vaue. Closenessto
the customer is an important outcome of cluster work and, as Prof. Michagl Porter has
observed, tends to spur the product and process innovation necessary for continuing
competitiveness.

Potentid Additiond Income to Chantaburi by Sdling Direct

Additiondly, increased trust and cooperation is observed among cluster members.
Not only are they working together to build the Chantaburi brand name (as evidenced
by the Gem Center opening), but they are aso working together on standards, using
their increased bargaining power to gain presence in fairs, and negotiating with
tourism operators. Working as a group has also raised the awareness of the group
among government officias, who have pledged support and resources for cluster
activitiesfor the next fiscd year.

15 |t should be noted that thisis extra-income to Chantaburi at the expense of the middlemen in
Bangkok. Asell, to measure full value-added, the effectsin the number of jobs need to be considered.
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Southern Marine Food Cluster

Fish and fishery products are an important pat of the globa food supply — they
condiitute a sgnificant calorie source for people in both the developed and developing
countries.  As the developing countries continue to grow in terms of populaion and
persond income, their demand for marine products will continue to increase. Because
the demand for marine food products in the developing world is sill well below the
demand in developed countries, the potentid for future market growth is high.
Thalland is well postioned to take advantage of this potentid future growth in market
demand. Thaland has a wel-developed fish and fish products industry that is one of
the leading exporters of processed shrimp and tuna products to such sophigticated and
demanding markets as the US, Japan, and the European Union (EU). Thaland has
been able to combine its qudity labor force and fishing industry experience with the
latest developments in aguaculture and processing technology to create a world-class
marine products industry.  However, with growing competitive pressures from
emerging regiord and globa competitors and stretched supply sources, the country is
facing numerous challenges affecting its competitive pogtion in globa markets,

Whether the cluster can successfully compete in globad markets depends on the ability
of the cluser members to understand the cluster’s goals and the strategies designed to
reach those goals. The cluster stakeholders have generated a broad Strategy statement
to direct the cluster’s activities in the near future and help it to invest its resources for
the mogt efficient and effective development of cluster competitiveness.

Process Indicators

The southern Tha marine food clugter is the “youngest” cluster of TCl. Engagement
with the cluster began in September 2003 and progressed to the signing of an MOU
on cluster cooperation in January of 2004.

The cluster consgs of tuna and shrimp processng companies (often owned by the
same family firm), smdler locd firms with fishing boats (not flests) and shrimp
famers, other private industry firms, as wdl as public research inditutions, and
government agencies.  For example, the leaders in the cluster consst of faculty
members from the Prince of Songkla Universty, the Songkla branch of Federation of
Tha Indudtries (FTI), plus four large processors, and a dozen smdler sub-contractor
firms
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Marine Foods
Cluster Map

International Environment:

Japan, USA, Morocco, Columbia and others
compete in the marketplace

v

Public Sector:
Federation of Thai

Industries —>

Cluster Core:
4 large and a dozen very

Customers include
export firms and foreign

Supporting Institutions: - . ‘_
Prince of Songkla University small fish and Shrlmp bl:g)’j"gp(gggagﬁze,
) processing companies American)

A

Strategic Activities:

Establishing world-class quality in its fresh-
frozen, canned and processed finished

products; developing new products and
packaging of high value for export to niche

arlate

The Tha marine cuger sakeholders have participated in two “large’ meetings—in
October 2003 and January 2004—at which industry cluster development drategies
were discussed and formulated.  The conference in January 2004 brought in 120
participants from amost 40 organizations, including 20 smdler firmsin the indudtry.

Although the leadership coalesced quickly, the TCI cluster coordinator continued to
attend meetings to encourage the development of along term strategy and shorter
action initiatives. Small group meetings take place once every three weeks under the
FTI auspices, however, the cluster usudly gathersin alarger group when the
coordinator travels south, usudly once a month.

Aninitid MOU was signed in January 2004. The standard “set” of diagnostics was
goplied, including Porter’ s Diamond.
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Analysis of the Southern Marine Foods | ndustry
Using Porter’s Diamond

Strategy
Structure & Rivalry
* RECENT INDUSTRY CONSOLIDATION
RESULTED IN CONCENTRAION IN
CERTAIN LOCATIONS AND DECREASED
RIVALRY
*DOWNSTREAM INTEGRATION
IMPROVES ABILITIES T O SERVE LARGE
MARKETS BUT ALSOHINDERS
SPECIALIZATION AND

TECHNOLOGY ADOPTION

Factor Conditions
* SUSTAINED INVESTMENTS INTERVE
OF SKILLED LABOR AND CAPITAL HAVE
LED TO IMPROVEMENTS IN
COMPETITIVE ADVANTAGE DURING
THE 1990’S BUT LESS SO RECENTLY

Demand
* STRONG DOMESTIC DEMAND
* USA DEMAND IS LARGE BUT FTA'S
MEAN CHANGES IN RULES OF THE
GAME AND THREATENING THAI
INDUSTRY

Related & Supporting
Industries
*UNREST IN NEARBY PROV INCES
CAUSING INCREASED UNCERTAINTY
FOR INVESTORS / BUSINESSES
* LESS THAN PROACTIVE APPROACH
TO FTA HAS PLACED LOCAL
INDUSTRIES AT DISADVANTAGE
* R&D IN TECHNOLOGIES IS

SUPPORTED BY LOCAL UNIVERSITIES

The clugter drafted a mission statement and severd drategic initiatives, which are
included below:

The southern seafood cluster will serve as the “ raw material supplier” of choice
in selected foreign and all domestic markets. The cluster will support Thailand’s
goal of becoming the “food basket of the world” (1) by establishing world-class
quality in its fresh-frozen, canned and processed finished products and (2) by
developing new products (and packages) of higher value (than the commoditized
canned seafood items) for export to selected niche markets.

A market study for speciaty shrimp products was completed in May 2004. the such as
an Internationa and locd Industry and Market Analysis.
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A drategy document was created in June 2004, at which time the cluster decided to
focus on specidty, processed shrimp products for export to the United States, to
reduce their dependence on canned tuna (a commodity) and on the Japanese market.

Action Indicators

TCI funded the study of shrimp products in Cdifornia. In turn, the cluster aso
indicated its willingness to spend approximately $15,000 for exploratory meetings
with potentid buyers and purchasing officers of large supermarket chainsin the West
Coadt thet the study might identify.

The clugter indicated its willingness to undertake the costs for developing processed
shrimp products. This activity was ajoint effort by technical, research faculty from
the Prince of Songkla University and the shrimp processors (who were a'so members
of FTI).

I nvestment Mobilization

Unfortunately, the United States launched its hearings on anti- dumping tariffs against
several mgor shrimp exporting countries in earnest in June 2004. Until the results
were reeased in July, the cluster was unable to act on its strategy, sSince it depended
on access to the American market. The cluster coordinator began reviving cluster
interest in the strategy only in September, when it became apparent that the cluster
(and the Thai shrimp industry) would not be adversdly affected by the punitive tariffs.

Ddlivered Results

Noneto date.
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Northeastern Silk Cluster

Theslk indudry is4ill a a“pre-cluster” stage. Thet is, there are many firms working
within a geographic area, but there is no tradition to cooperation among them, and the
industry structure is not well organized, both at the private and public sector-levels.

The two long term needs of the silk industry go beyond the project life: (1) to develop
aglobd export market for higher-margin specidty products from Tha slk and (2) to
provide a structure for the sk industry. Rather than trying to build the industry or to
cregte acluster from exigting firms, TCI decided on a more modest effort in two
aress. (1) To provide STTA in the preliminary stages of planning an gppropriate
organizationd Structure for the industry, and (2) To explore the potentia for
improving productivity through a*semi-mechanized” hand loom weaving process.

The Tha dlk indugtry is best known through “branded” firms such as Jm Thompson
and Shinawatra. The indudtry itsdf is one of the royd projects and local and
internationa fashion shows have promoted Tha silk products. The strategy of
bringing “Tha glk to the world of internationd fashion” is dready under way.
However, theindustry itsdf is fragmented. Agde from the few well-known branded
firms and severd large exporters, the indudtry itsdf largely congists of community-
based smdl and medium scale mulberry growers and hand loom weavers. This
industry structure perhaps accounts for much of the charm of Thai gk, but it inhibits
the transformation of the industry from a seasona, community-based production
system to a“quas-commercid” operation that can consstently deliver quality to the
export markets of the world.

Funded by the US Agency for International Development Under the Accelerating Economic Recovery in Asia Program

45




Northeast Silk Cluster Map

Public Sector:

Department of Agriculture, Local, small
Deputy Prime Minister's —> production houses
Office Cluster Core: <‘ fnan_hrandad)
Growers, weavers, exporters,
Supporting : S Jim Thompson,
Institutions: located primarily in Korat Shinawatra Silk, other
Sericulture Institute, branded production
Raiamankla Institute _> houses, large silk

export companies

A

Strategic Activities:
Planning an appropriate organization structure
(possibly modeled after Cotton Inc.), explore
potential for industry improving productivity
through various methods

Process Indicators

The silk sector in northeastern Thailand is fragmented and in a pre-cluster stage and
the engagement of TCI focused on working with the relevant government agenciesto
craft anationd sk development plan and to create an organization adong the lines of
the successful American organization “ Cotton Inc”. Industry andysis included
goplication of severd diagnogtic tools, including Porter’ s Diamond.

Analysisof the Silk Industry
Using Porter’s Diamond
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Strategy

Structure & Rivalry
* EXPORT SECTOR IS CONTROLLED

BY 3 LARGE FIRMS
*Low AND MID END PRODUCT IS
PRODUCED BY SMALL — MEDIUMSIZED
COMPANIES THAT ARE NOT HIGHLY

COMPETITIVE OR DIFFERENTIATING

Demand
* LOCAL DEMAND MAINLY FOR
FASHION GOODS POPULAR WITH
SENIORS WHO VALUE THE
TRADITIONAL STYLES
* EXPORT TO INTERNATIONAL
MARKETS DONE BY BIG 3
* Y OUNGER GENERATION DO NOTLIKE
THAI SILK SO DOMESTIC DEMAND

FORECAST TO DECREASE

Factor Conditions
* FACTOR CONDITIONS ARE NOT
IMPROVING OVERALL
* SKILLED LABOR IS STRONGINTERMS
OF TRADITIONAL PRODUCTION AND
DESIGN, BUT MODERN MARKETS ANL
DEMAND IS DECREASING FOR THESE
STYLES

Related & Supporting
Industries
* FASHION INDUSTRY IS MAIN BUYER
OF THAI SILK
* INDUSTRY LOCATION IN NORTHEAST
MEANS SEPARATION FROM FASHION

CENTER IN BANGK OK

TCI facilitated the crestion of an “ad-hoc” working group from the government (the
Sericulture Indtitute, the and Department of Agriculture) and the silk sector in Korat
(growers, weavers, and exporters) that was as large as 20, but with regular attendance
of about 8-12 a any onetime. Meetings took place every month, both in Bangkok and
in Korat. Recently, TCI began working with a newly assigned specid advisor to the
Deputy PM on slk.

TCI worked with a Thai company with a patent for a semi-mechanized wooden loom
that will double output per worker/loom and alow for weaving higher-margin silk
patterns.

Severa members of the cluster sought to improve linkages between the northeast Thai
and Lao dlk sectors. In August 2005, TCI held itsfirst conferences with members of
the Lao sk industry. The plan beyond the project life is to focus on Laos, before
meaking additiona forma links with the Tha slk sector.
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Action Indicators

1 As of September 2004, the draft legidation for a silk development board is“on
thetable’ for Parliamentary congderation, but is unlikely to be discussed until the
next caendar year.

2. Severd firmsfrom Korat examined the pilot/demonstration mode of the semi-
mechanized loom and four of them have been negotiating with the company to
purchase the new loom.

3. A “supply-sde’ study is being undertaken, for completion by end September.
Investment Mobilization

Unfortunately, the company is unwilling to sall its semi-mechanized loom at the
“drike price’ of Baht 40,000 per loom as it wants to recover its“R&D” costs by
charging Baht 80,000 per loom with aminimum purchase of 3 looms. At the same
time, the silk companies are unwilling to pay Baht 80,000 since they expect the
manufacturer to “come down” in price. As the project ends, the impasse remains
unresolved, and the proposed worker training program has been postponed.
Delivered Results

Noneto Date.
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Cambodia Fish Cluster

The annud totd vaue of the fisheries has been edimated to be as much as $500
million, though the indugtry routindy underdates catch quantities and vaue for fear
of coming under increased scrutiny by the government and paying greater officid and
unofficid fees based on higher tonnage and value. The vaue of catches (500,000
tons) at landing Stes has been placed a between $100 and $200 million, increasng to
between $250 and $500 million as the products move through the Cambodian vaue
chain. Exports, however, account for only 10% of the total caich (50,000 tons), of
which Thailand receives roughly haf (25,000 tons).

The cluster was formed around the dedire to provide sustainability to the Cambodian
fishing industry, so vitd for the nation's economy and survival of the Cambodian
people. Furthermore, the cluser dedred to drengthen and increase the
competitiveness of the Cambodian fishing industry, which presently depends on
abundant natural resources and cheap labor.

Cambodian Inland Fishery
Cluster Map

International Environment:
Thailand, USA, Japan, Korea, Singapore, and
Malaysia

Public Sector:
SME Cambodia
Cluster Core: 90% of customers are
- — 4 large and a dozen very local buyers for local
Supporting Institutions: . . 4— consumption, while 10%
North Lake Group, South small fish and Sh”mp of production is bought
Lake Group processing companies by traders and exporters
' for foreign markets
Thailand, Vietnam

A

Strategic Activities:
Establishing world-class quality in its fresh-
frozen, canned and processed finished
products; developing new products and
packaging of high value for export to niche
markate

TCI worked with SME Cambodia to focus on those activities of the vaue chain —post-
harvest, or post-landing, activities associated with trading, processng and exporting
of freshwater fish within the Cambodia inland fisheries indusiry— that may provide
more added vadue and sudtaineble competitive advantages.  With the god of
dabilizing the unique primary resource of this industry —fish, this Initistive dso
included aguaculture issues and actors.

Process Indicators

The initigtive was born when industry representatives gpproached SME Cambodia
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about the formation of working groups (with the goad of forming a regisered
asociaion) to andyze industry issues and collaboration of sector participants to
empower and strengthen post-harvest business activities. While no one leader has yet
emerged among the multiple sub-sectors who have enjoined to form working groups,
a high spirit of cooperation and pogtive attitudes are noted. As wdl, the members
appear committed and eager to establish liaisons and enhance relationships across the
industry. However, to ensure that the participants fully understand their roles—and in
line with ther expressions of interes and commitment—SME Cambodia is preparing
Association  membership  roles, guiddines and  datutes, regidration  activities,
gppointment of officers, and agreement of duties, responsbilities and activities plans.

The Fish Cluger (FC) consgs of industry paticipants from the dx provinces that
surround the Tonle Sgp Lake and the bulk of the Tonle Sgp River and primary fish
landing dtes. The provinces are plit into two working groups of three provinces
each. The FC includes the North Lake Working Group members of Siem Regp (horth
of the western extent of the Lake), Banteay Meanchey (on the Tha border; home to
many traders and exporters), Kampong Thom (along the southeastern extremes of the
Lake) and the South Lake Working Group members of Battambang (dong the
northwest tip of the Lake), Pursat (on the centrd-western sde of the Lake) and
Kampong Chnang (along the south end of the Lake).

The two working groups include 54 businesspeople and 92 separate various-sSzed
businesses, such as processors, traders, exporters, mea producers and fish farmers.
The man businesses of the cluster include exporters, traders and middiemen and
processors.

Export traders typicaly operate in Poipet, though smaler export traders conduct
business a or near other cross-border locations with Vietnam and Thailand; the two
working groups have nine and 12 exporters in the North and South Lake work groups,

respectively.

Traders and middiemen collect and transport fish to domestic and cross-border
markets, in the North Lake Working Group there are nine traders and in the South
Lake Working Group there are 16.

Processors produce low-vaue, localy purchased fish sauces, pastes and dried figh;
there are 17 processors in the North Lake Working Group and 26 in the South Lake
Working Group, including one fish med processor.

The cluster d 0 indudes three farmers.

The work schedule of a totd of 9x meetings included reviewing the groups desire for
industry assistance, identifying, discussng and refining issues, cregting misson and
guiding Statements, documenting drategic initigtives and actions, and agreeing to a
rough-order prioritization of actions. SME Cambodia daff, who gpecidize in
association-formation, indicate that the group should be ready to form and regigter in
October.

The following diagnoses & analyses were conducted:
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‘Follow the Figv —benchmark. — The FC and SME Cambodia identified Tha traders,
processors, retallers and end consumers in specific provinciad markets in Thalland to
understand the nature of trade a the wholesderetall interface. A trip report was
prepared highlighting observations and findings, and is avalable. The report
illustrates the opportunities and congtraints that the Cambodian cluster faces.

With the fadlitation and direction of TCI, the cluster gpplied severd andyss tools
including Vdue Chain Andyss, Limited Ggp Andysis, and Porter’ s Diamond.

Analysis of the Cambodian Inland FisheriesIndustry
Using Porter’s Diamond

Strategy
Structure & Rivalry
* FISHERIES ARE FRAGMENTED, ANC
BEHOLDEN TO MIDDLEMEN WHO
OFFER SOME FINANCING
*90% OF THE HARVEST IS CONSUMED
LOCALLY BY PEOPLE WHO CANNOT
AFFORD TO PURCHASE HIGHER

QUALITY PRODUCTS

Factor Conditions
* CREATING SPECIALIZED FACTORS
WILL REQUIRE SIGNIFICANT
DEVELOPMENT EFFORTS —
PRESENTLY ACCESS TO SKILLED
LABOR, CAPITAL, AND
INFRASTRUCTURE IS SEVERELY
LACKING

Demand
* VERY STRONG DOMESTIC DEMAND—
MOST CAMBODIANS DEPEND ON FISH
AS PRIMARY SOURCE OF PROTEIN
* EXPORTING TO THAILAND, VIETNAM,
AND JAPAN HAS INCREASED IN
RECENT YEARS

Related & Supporting
Industries
INFRASTRUCTURE AND PARTICULARLY
TRANSPORTATION SERIOUSLY HINDER
INDUSTRY GROWTH —
APPROXIMATELY 50% OF FISH
DESTINED FOR EXPORT SPOILDUETO
LOGISTICAL PROBLEMS AND HIDDEN
FEES

The following lis summarizes the 8 draegic initiaives for the Cambodia Inland
Fisheries Cluster that have been prioritized and developed in detail:

1. Asociations: Promote advantages of association formation and activities
including capacity building and industry devel opment
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2. Accessto Credit and Financid Services Evauate and develop affordable
financid services

3. Partner and Networking Opportunities: |dentify potentid partners and
linkages for components of the competitivenessinitiative, industry objectives
and actions

4. Markets and Marketing: Increase market and ‘industry potentia’ awareness
and marketing capacity

5. Product Development: Evauate opportunities and resource availability
asociated with developing and improving existing and new products, as well
as different species

6. Busness Andysis, Investment and Expansion: Conduct business anaysis,
as appropriate, to improve efficiency of enterprise operations, expanson and
investment planning

7. Qudity Assurance: Develop a comprehensive industry-wide quaity
assurance program which includes processing, handling and storage

8. Merging Commercid Activities and Sites: Evaluate economization that
could result from combining processing activities and Sites

Action indicators
The North Lake Working Group and the South Lake Working Group have adopted
certain guiding Satements

1. Misson Statement
2. |ssues Statement
3. Guiding Actions Statement, with 4 specific actions:

a. Formation of the North Lake Group Association and South Lake
Group Associaion for the advancement of Tonle Sgp Lake products
and industry capecity building.

b. Gaining accessto credit and capita resources.

c. Achieving better financid returns on busdness and products through
market awareness, enhanced processing, vaue, qudity and information
managemen.

d. Andyzing ad improving market and market linkages through ‘market
group’ and improve business, management and technica avareness

TCl consultants firg met with exiging Tha importers, traders and retalers to
understand the end products, the needs of consumers and manufacturers and to
conduct initid braingorming sessons to identify opportunities for Cambodians to
increase vaue to their Tha counterparts. The result was a proposa to gather the
vaious sub-sectors that SME Cambodia works with including the seven members
representing Prahoc, exporters, smokers, etc. and bring them into Thaland. SME
Cambodia and TCl coordinated the fied vidgts. Participants reported that they
enjoyed improved knowledge of the vaue chain and specificaly the needs of end
markets.

Government relations
Tonle Sgp Lake resource management is one of the most important issues that can
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affect sector activity, and a platform should be developed which promotes discusson
of the vadue of resource management with the Royd Government of Cambodia
(RGC), and other sector and interest groups. The cluster can provide a natura forum
for such discussions.

Furthermore, cluster participants indicated their desire to dly themsdves with certan
ams of the nationd government in order to promote regiona and cross-nation
discussons about the effect of up- and down-stream activities on the productivity of
the entire river and river-dependant ecosysems. The sector will begin first-round
discussons of deveoping a duste/RGC partnership to promote private sector
relations in October (in conjunction with another SME Cambodia-led initiative which
is coordinaing the development and promotion of private sector within northwest
Cambodia—the NW Cambodia Enterprise Development Initigtive, or EDI). It
appears that forum will adso address other-country activities that impact the freshwater
fish industry. The sector/RGC redions are deemed critica if industry backdide, in
terms of vaue, livelihoods and resource availability, isto be prevented.

Investment and Dedliver ed Results Indicators

Thisduder initiative is il a an early stage, and other than the some in-kind
contributions and cluster member time, has ill not registered counterpart co-
investments. To thisend, SMECaand the fish sector will begin involvement in a 24-
month QC training program, proposed to begin in October. The programisa
European Commission Asia-Invest TA program and will be managed by InWEnt,
FAKT and SME Cambodia.

The following quditative outcomes indicate successful results.

a) Regular meetings and discussons ae taking place among cluster
stakeholders;

b) Clugter gtakeholders have achieved a better understanding of the Tha
market;

) Asocidion formetion iswell on itsway;

d) Sub- sectors have been identified to focus improvements

€) Members desire to engage in aquality control program.

Further, if the strategies outlined earlier in this report are implemented, the following
results can be expected:

Vdue cregtion and increesed peformance in the industry will be redized.
Speecificdly, the results will be better sdes prices and profits from improved, new or
vaue-added product offerings, higher qudity and assured standards, better networked
and informed indudry participants, better delivery and other servicess  SME
Cambodia hopes to promote the use of information centers that it has established
aound Cambodia, particularly in communities around the northwest. When the target
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sector is trained to use the centers to access price and industry information, it is
estimated that up to 30 sector members, managing up to 60 businesses will be linked
to information of the modern market environment (the remaining members will have
less access to centers, but the development of information centers around Cambodia
continues to be a priority for many organizations). |If previous actions can be used,
then as much as 66% of various sector members who venture into broad foreign
markets might refurn with new contacts and information on new or better products,
expected quality, and draegic ddivery sysems. When even more focused linkage
trips are made (eg., fresh fish sector members vidting factories, prahoc businesses
vigting prahoc factories, farmers vidting edablished farmers and R&D ddions), it is
expected that nearly al of those who venture will return with new partners in market
aess. The likedihood of some busness capacities increasng by 100% or more is
possible with just one of the right contacts.

The duger will become aware of and undergand its financid postion, forward
integrate operdaions, develop supporting services, improve logigics and offer higher
vaue and processed products to a variety of markets. For example, if the industry can
promote use of freezer plants to speculate on the seasond markets of Thaland, it
could see a gain: Market revenues for the dluster might increase from $2500-5000 per
ton to $2625-5250 per ton or $312,500-625,000 for the 10% of the sector using
freezer capacity. Smilar benefits can be redized if products are brought to market
quicker usng controlled—environment transportation such as refrigertion trucks: If %4
of the Thailland export sector can begin to use ‘refer’ trucks, it may be possble to see
5% gans on revenue, or $781,250-1.56 million for the industry employing
refrigeration transportation technology.  Aquaculture may decrease dependence on
traditiond fisheries and, hence the middlemen traders whose role in the industry is
often questioned but firmly entrenched. If middlemen can be diminated from pond
farming, costs between 10% and 66% can be removed and the cluster can effectively
move up the vaue chan.

Although presently Cambodian fish products are not alowed into the EU due to non
adherence to safety regulations and industry-wide acceptance of qudity control
practices, could result in 10% or 5,000 tons being sold in EU markets. This would
generate an additiond $12 to 25 million in sales (based on current export vaues).

Effective public-private didogue should result in minmizng or perhaps diminaing
the high foomd and modly informa taxes currently being levied on transporters. It is
expected that such collaborative efforts can result in increases by as much as 20-35%
of current export vaue.
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Administrative Support for JE Audtin

Successindicators:

a. “JE Austin consultants are provided with the facilities and assstance they
need to be effective” and “there is no significant disruption of services to JE
Augtin throughout the period”

JEA Chief of Paty and one senior competitiveness consultant were both provided
with office space and given IT and adminigrative support throughout the duraion of
the patnership. This included telephones, LAN access, printing services, LCD
projectors, and the like. The COP was supplied with a suitably furnished separate
officee. He was dso assgned one adminidrative support person, who handled
scretarid  duties. KIAda expeditioudy handled dl relaed accounting and
adminigrative services and fadllitated the visas for the JEA Chief of Paty and the
senior competitiveness consultant. One JEA competitiveness consultant was based at
KIlAsa offices in Chiang Mai for the duration of the project and was provided suitable
office space, including the use of severa conference rooms.

Furthermore, dl consultants who visted Thalland under JEA contracts were given the
samne levd of professona support. On many occasons this support included
trandation or interpretation between Tha and English on Ste throughout the country.
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Thailand Competitiveness I nitiative

Executive Summary

Introduction

The purpose of this report is to present the results of an internal assessment of project
results of the Thaland Competitiveness Initiative 2002-2005. The project was
implemented by the Kenan Inditute of Asa (KIAsa), working in patnership with
JE. Audin Asociates (JEA). As part of its Accderating Economic Recovery in Asa
(AERA) Program USAID decided to support a competitiveness initiative because it
promised to provide vaue to a large number of SMEs and other companies while
putting Thailand (and other regiona countries) on the way to a sugdtainable recovery
based on the ability to compete effectivdly in world makets. The project was
edtablished and executed in accordance with KIAsas “Proposal to Support a
Competitiveness Program — Building a Cluster-based Competitiveness Process in
Thailand and the Region” (August 29, 2002) which was incorporated into the
cooperative agreement between KIAsaand USAID.

The Thailand Competitiveness I nitiative (TCI)

TCl was desgned to develop the competitiveness of sdected industry clugters in
Thaland. Clusters were sdected usng an goproach which included a variety of
industries located throughout Thailand. Clusters were selected because they were
ggnificant contributors to the nationad economy, vaued ether as percentage of GDP,
or in more quditative terms. TCl endeavored to engage clusters that exhibited a
codescence among members or a least willingness to engage and explore
competitiveness issues. Clugters varied in Sze, sophigication and location. In dl
cases, cuders were in indudries that were highlighted by the Thai government as
vauable to the deveopment of the national economy and its ability to compete in a
marketplace characterized by increasing globaization.

Enhancing Cluster Competitiveness

Success indicators outlined in the project proposd dated that two clusters were
expected to “meet regulaly to ded with duster competitiveness issues’ and
“companies and organizations within those dugers (were expected to) show clear
evidence of a willingness to collaborate’. TCl achieved these results in seven clusters.
Additiondly, clusters were expected to “demondrate the emergence of collective
governance of the cluser and have contributed their own funds for ether cluster
facilitators or joint activities” TCl achieved these reaults in five cuges TCl
undertook an additionad five engagements or ‘specid activities which dso showed
positive results, but these amounted to less than full engagement, for various reasons.

“Heavy Engagement” describes the highest levd of activity and included a full time
cluser facilitetor, development of a drategic plan with action items, and typicaly
enjoyed consultation from one of the many experts mohilized by TCI for the clugters.

1. Western Provinces High-Vaue Agricultural Produce Sector (HVAP)

2. Chiang Ma Tourism Clugter
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3. Digitd Content Clugter
4. Chantaburi Gem Clugster
5. CambodiaFish Cluster

“Light Engagement” meant engagement was undertaken for a shorter period of time
and with fewer expected results. In some cases the cluster was in a pre-formetive
stage of development or was not ready to benefit from additional engagement.

1. Southern Marine Foods Cluster

2. Northeast Silk Cluster

“Specid Activities’ were those that could not be further engaged for various reasons.
Udon Thani Handicrafts OTOP

Phuket Touriam Initiative

Vietnam GAP

Oil PAm

WD P

Details of Project Results

The KIAsa project proposal outlined four key aspects to be undertaken by TCl:
Enhancing KIAsia Capacity to Facilitate Cluster Competitiveness
Public Outreach and Coor dination
Competitiveness Cluster Facilitation Activities
Adminigtrative Support for JE Austin

Competitiveness cluder facilitetion activities were the man activities of the project
and these results can be evauated using the following eva uation methodol ogy:
Process Indicators — evidence of the cluster conducting appropriate processes
Acction Indicators — evidence of actions undertaken by the cluster
| nvestment Indiicators — evidence of investments mobilized by the dluster
Dédlivered Results— evidence of quantitative and qudlitative results

Process activities typicdly included organizing regular medtings where duder
participants explored the principles of competitiveness, applied certain diagnostics
including SWOT andyss, Porter's competitiveness diamond, and GAP andyss,
vaue chan andyss, benchmarking analyss, market research, etc., and composed a
drategy to improve competitiveness. The drategy contained certan action items,
which typicaly addressed improving the factors of prodduction (skilled labor, capitd,
and infragtructure), and which usudly included policy action items directly addressng
the role of government in the indusry. At subsequent stages in the engagement,
investments were made by cluster participants. Some were Szegble in comparison to
USAID’s invesments. Findly, athough ddivered results typicaly require longer than
three years developing, efforts were made where pssible to quantify these results that
impacted the economies of the cluster aress.

1. Western Provinces High-Value Agricultural Produce Sector (HVAP)

Process Indicators — the cluster with exporters, growers, a universty, government
agencieswas formed and a clear strategy was agreed upon
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Action Indicators — designed a GAP training program for famers, developed a Tha
language GAP manud; edablished a GAP logo as a qudity guarantee trained
farmers from 2,000 farms, and enlisted the trainees in a program to bring 10,000 more
fams into the program; st up a “vegetdble intdligence center” a Kasetsart
Universty; edtablished a database and webste for the cluster, completed a domestic
market sudy for “safe and hedlthy” vegetables.

Investment Indicators — cluster participants pad for meetings, booths, fars and
printed materias, the government pad for costs of the vegetable intelligence center
and product-tracking database. In totd the cluster invested at least Baht 12.35 million
($308,750 USD) towards the implementation of its Strategic initiatives.

Deivered Results — The ddivered results have ended the regection of the cluster's
exports for toxic resdues and the government has agreed to shelve its plans for full
ingpection. Quality improvements are estimated to raise farm income by about 27,000
baht (about $685 USD) per year per farmer.

2. Chiang Mai Tourism Cluster

P — The duger formed around a tourism business association (membership of 85),
two universties, the locd am of the naiona tourism agency, locd city government,
undertook market diagnostics and developed a Strategy.

A — C-MICE (a dedination management organization) was born from cluser
meetings, an annud tourism busness plan competition was edtablished, specidized
touriam textbooks were introduced into the curriculum of severa univerdties, a tourist
destination website plan was drafted, and parts of the cluster Strategic plan have been
adopted by government.

| — clugter participants contributed B230, 000 ($5,750 USD) towards seminar and
workshops on targeting M1 CE tourism (meetings, incentives, conventions, and
exhibitions), C-MICE (a private company) invested B240, 000 ($6,000 USD) during
the first 6 months of operation, the cluster covered B200,000 ($5,000 USD) of the
costs of a benchmarking study, Track of Tiger Tour group (a private business) has
invested B 2.7 million ($67,500 USD) in a Chiang Ma shopping guide and street
directory; The Tourism and Sports Ministry (Chiang Ma) earmarked B3 million
($75,000 USD) for English language training in the tourism sector, based on
recommendations from the clugter. In totd, the cluster hasinvested B 3.37 million
($34,250 USD) towards the implementation of its Strategic initiatives, not including
the money earmarked by the governmen.

D — The reaults of the project include a loca sreet guide and shopping directory
which is expected to generate $452,000 in profits to loca businesses, based on $1.36
million USD in gross revenue, and improved collaboration within the industry and
between locd universties and loca tourism businesses.

3. Digital Content Cluster
P — the cuger was formed with 50 key companies in animation, webste
development, game programming, post production services, the Software Industry
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Promotion Agency (SIPA) of the government and four universties, the clugter
conducted a globa benchmarking study, diamond anayss, SWOT andyss, a study
of market trends and developed Strategic initiatives.

A — the duger completed a cluster database; improved work-force workforce skills
development; built brand awareness through an annua conference and exhibition
(Thaland  Animation & Multimedia); developed globd marketing linkages,
established a Bangkok chepter of a globad industry association; sent speskers to
conferences in the USA; conducted workshops and seminars, undertook a market
sudy of the US animation market; completed and distributed a benchmarking report
which recommended a fast track visa for ICT workers, cooperated with universities to
upgrade professors and curriculum in the fast-changing personnd needs of digitd
content firms; held recruitment drivesto attract bright students to the industry.

| — intigives driven by TCI, induding TAM, benchmaking, Anima Exchange
indusiry association setup, and training of professors have generated B19.9 million
($497,500 USD) in investments to date. Of the totd, TCl invested B1.2 million
($29,700 USD), the government provided funds for B8.59 million ($214,800 USD),
the private sector B9.54 million ($238,500 USD), and other donors provided B500,
000 ($12,500 USD).

D — a 20% increase in the number of Thas interested in joining the Digitd Content
Industry; an increese in the number of universties offering specific Digitd Content
prograns from zero to 12; deveopment of SIPA programs for digitd content;
implementation of the fadt-track visa agpplication which reduced the average time for
the indusiry to get work visas from two months to three hours, completion of Anima
Exchange to alow students and free-lance animators to work on animation projects.

4. Chantaburi Gem Cluster

P — The cluster formed around gem processors, locd training indtitutions, and retail
jewdry companies ; the cluster analyzed locd and globa industry trends, gpplied
diagnogtics ad developed a clear strategy to improve competitiveness.

A —cluster participants opened 6, 24, and 32 booths respectively a BIG (Bangkok
Internationd Gem and Jewdry semi-annua Fair in 2004 and 2005); Severa attended
fars on behdf of the cluser in Shanghal and Hong Kong in 2004; Cluster participants
opened the Chantaburi Gem Center, an exhibition center designed to promote design
functions, and locdly produced product; a quaity standards system was designed, and
the duder is planning the firs Chantaburi Gem Fair; Severd firms are moving up the
vaue chain by desgning their own jewery.

| — The clugter invested B120, 000 ($3,000 USD) for its meetings;, members invested
B3 million ($75,000 USD) to build the Chantaburi Gem Center, which has annual
expenditures of B1 million ($25,000 USD); The clugter invested B7.2 million
($180,000 USD) boothsin the 09/03 Fair, B28.8 million ($720,000 USD) for the
02/04 Fair, and B38.4 million ($960,000 USD) for the 02/04 fair. Cluster investments
to date amounted to B 78.02 million (1,950,000 USD).

Funded by the US Agency for International Development Under the Accelerating Economic Recovery in Asia Program



D — The clugter has established a presence at the Bangkok Gems and Jewelry Fair,
which contributes 40% of al gem and jewelry export sdes and thisis directly dueto
Clugter’ sincreased bargaining power through collective action; the cluster reports
enjoying increased contact with foreign customers, better understanding of popular
designs and industry trends, and ultimately better relationships and improved trust
among high end customer segments.

5. Cambodia Fish Cluster

P — The duger was formed among fishermen, fish farmers, processors, traders, and
exporters, and SME Cambodia. Information was collected and diagnogtics were
goplied (including vaue chain andyss, gap andys's, and benchmarking study).

A — A practicd “Follow the Fish” fidd trip to invesigate eech gep in  the vadue chain
from Tonle Lake to the border and beyond to markets in Thaland; the cluster
edablished a didogue with the Royd Cambodian Government regarding the
productivity of the river and river-dependant ecosystems;

| — Invedments from cluser members has been limited to mesting venues
refreshments, and time alocation; Cluster formation has drawn the attention of other
donors, however including EU, and SME Cambodia who have pledged to continue
supporting the cluster (financidly and otherwise) as action items are taken.

D — Cluger members have shown a change in mindset and view themsdlves as part of
an industry cluster rather than smply competitors in a zero-sum game. They report a
ggnificanly improved underdanding of the fish vaue chain, and the characterisics
key export markets. Effective public-private didogue is expected to minimize or
diminate the subgantid informd (and formal) taxes being levied dong trangportation
routes and a the Tha border, and would result in a dggnificant increase in
profitability, Snceinforma taxes add little or no vaue.

The remaning projects were not conddered full cluster initiatives, but they did enjoy
engagement and support to undertake conferences, execute diagnosticcs, and in some
cases devel op strategy to support the cluster initietive.

6. Southern Marine Foods Cluster

This clugter initiative was formed around 14 fish and shrimp processors, and
expanded to include the government, and a univerdty. Extensive diagnostics were
undertaken including a study of shrimp products in Cdifornia. The engagement has
resulted in improvements in public- private diadogue and a better understanding of
foreign markets.

7. Northeastern Silk Cluster

Growers, weavers, and exporters were engaged by TCI and together the cluster
explored the competitiveness of the Thai Slk industry, trends and design preferences
of certain export markets. An expert consultant in textile production was mobilized to
support srategy development. Productivity improvements identified included
branding strategy, loom technology improvements, and improved product design.
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8. Udon Thani OTOP

TCI worked with the numerouus small handicraft production houses located in
northeastern province of Udon Thani. Industry diagnostics were applied and Strategic
planning was undertaken but the mgority of work centered around basc management
training - on improving production standardization, mantaining uniform outpui,
understanding costs and cash flows, etc.

9. Phuket Tourism

The tourism sector of Phuket was codescing around the largest local business
association, together with local government. TCl engaged and attempted to raise
awareness about competitiveness in a series of well-attended meetings. The mgority
of work included raising the awareness of the importance of skilled labor and
infrastructure in improving competitiveness.

10. Vietham GAP

This cluster of agriculture businesses explored the adoption of the successful Good
Agriculturd Practices dready underway in the successful HVAP cluder, located in
neighboring Thailand.

In the process of providing In March of 2005 TCI was approached by the NESDB, a
key paticipant in the network of competitiveness professonas in Thaland that have
developed since TCl began work in this area in 2002. As the primary government
body dedicated to improving competitiveness, NESDB sdected TCl to head a
nationa cluger-mapping initiative. Earning such an award demondrates the success
of the TCI Project as devel oped and executed by KIAsa
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